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Global Climate Science-Issues for 2001 i

A. Interqovernmental Panel on Climate Change (IPCC) i

1. The IPCC is on schedule to issue in late September 2001 its Third
Assessment Report (TAR), composed of three Working Group Reports on the s%enee,

impacts and mitigation of climate change and a Synthesis Report. The IPCC is headed
by Robert Watson, an American who is also the chief science person at the World Bank
(Director, Environment Dept.) Watson was hand picked by Al Gore and served in the
Clinton/Gore White House Office of Science and Technology policy. His tenure at the
IPCC ends with the completion of the TAR. However, he could be extended at an IPCC
session this year or next.

During the Hague meeting in November, Watson presented a sneak preview of the
Third Assessment Report with the following caveat " None of the conclusions presented
in this report are taken from the TAR, but are consistent with the draft conclusions,
which are subject to change until final govemment approval and acceptance early next
year.” His statement belied his real intent, which was to get media coverage of h

views before there was a chance for the process to challenge his personal agenda.

{
Issue: Can Watson be replaced now at the request of the U.S.? E

The Waorking Group Reports are prepared by scientists, economists, engineers,
and others, including some persons from industry and environmental organizations.
Each report includes a “Summary for Policy Makers” (SPM) that is approved by
IPCC governments by consensus in a line-by-line review at a Working Grou
session with the underlying report (approx. 1000 pages) accepted by the Group at that
session. !

In the case of the Working Group | report on science, the Group met in plenary in
Shanghai, China on January 17-20, approved the SPM, and accepted the report. The
US delegation (Moitke lead) was satisfied to raise no objections on the tone and content
of the report. To avoid accountability to the Bush Administration, the meeting actually
ran until 1:00 a.m. on January 21 which was exactly January 20, 12:00 noon in u.s.
The U.S. was represented by Clinton/Gore camy-overs with aggressive agendas: 1

1. State Department: Jeff Moitke, Deputy Director, Global Change Office, Oceans and
International Environmental and Scientific Affairs (and Deputy Chief of Mission,
Lesotho) 2

2. White House Office of Science and Technology Policy: Rosina Bierbaum, Assdacrate
Director, Environment, i

|
3. White House U.S. Global Change Research Program: Michael MacCracken, |
Executive Director, National Assessment Coordination Office. |
i
{
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S

National Assessment that has been roundly criticized for its political and scientific bias.
The National Assessment was driven by a political schedule to help the Gore campaign.

Several controlled leaks were used to get maximum media attention since
Congressional oversight forced a delay in the release of the report.

i

|
Issue: Have Bierbaum and MacCracken been removed from their po#itions
of influence?

Issue: What was the U.S. position on the WG1 Report? Did It reflect

comments received?

While the SPM was written to highlight the "human fingerprint®, it also states th
“Further research is required to improve the ability to detect, attribute and unde
climate change, to reduce uncertainties, and to project future climate changes.”

According to an AP story, Watson, inh commenting on the report, which w

a
released by the Group, but which has not yet been accepted by the full IPCC, sazl:
“The United States is way off meeting its targets,” said Watson. "A

country like China has done more, in my opinion, than a country like the
United States to move forward in economic development while remaining

environmentally sensitive.”

China, of course, has no commitments under the Kyoto Protocol and its
greenhouse gas emissions are growing and will soon exceed those of the U.S.

2. Working Group [l is scheduled to mest on the “Impacts of Climate
Change” in plenary in Geneva, Switzerland, from February 12-16. Repoitedly, the
U.S. has submitted comments on the draft report by January 8, which was the deadline.

Those comments have not been made public.

Issua: Who has reviewed those comments?

Issue

Issue

IPCC2001
Revised: 2/6/01
Page 2 of 4

: What is the U.S. position on the report?
: Who will represent the U.S. at this meeting?
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Global Climate Science-Issues for 2001 *

3. Working Group Ill is scheduled to meet on “Mitigation of Climate Change” in
plenary in Accra, Ghana, from February 28 to March 3. Government comments on
that draft report/SPM are due to be submitted by January 29.

Issue: Who has reviewed those comments?

Issue: What is the U.S. position on the report?

Issue: Who will represent the U.S.? What is U.S. position?

4. On April 4-6, 2001, the full IPCC is scheduled to meet in plenary in Nairobi,
Kenya, to accept by consensus the results of the three Working Groups.

Issue: Will the U.S. revisit the Working Group | comments of the S
Clinton/Gore representatives? 3

Issue: Who will represent the U.S. and what will be the U.S. position?

Issue: Can this report be deferred until the US has provided updatod
input(30-45 days)?

5. The last element of the TAR is the Synthesis Report (SR) that is still
being drafted under Robert Watson's control. A draft of the SR, including its $PM,
is to be sent out for simultaneous expert and Government review and comment with a
deadline of May 29. A second draft is scheduled to be given to Govemments only for
their review and comment on July 6 with a deadline of August 31. The IPCC plenary
will meet in London from September 24-29 to adopt/approve the Synthesis Report
by consensus,

Issue: Can this report be defarred at least 45 days? ‘
z
Thereafter the entire TAR will be released(in time for political use at COP—‘{).
|
COP-6, held in The Hague last November, ended without finishing its workjon
implementation of the Kyoto Protocol and with an understanding that it would meet
again in 2001, but with no date established. The SBI and SBSTA are scheduled
mest in Bonn, Germany, from May 21-June 1. Some Parties want COP-6 to reconvene
during that time. COP-7 is scheduled to meet October 28-November 9in |
Marrakech, Morocco, together with the subsidiary bodies. !

IPCC2001 ,
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Recommendations:

1. Restructure the U.S. attendance at upcoming IPCC meetings to assure none rLf the
Clinton/Gore proponents are involved in any decisional activities. E

a. Appoint Dr. John Christy, University of Alabama-Huntsville(Lead Author-Worfdng
Group ) as science lead for the balance of the IPCC process. Phone: 256.961.7763
This replaces Bierbaumn and MacCracken.

b. Appoint Dr. Richard Lindzen, MIT,(Lead Author-Working Group I) as a co-lead to
conduct an immediate review of the comments on the Working Group reports( |, li and
[11) and to review the US comments to be submitted(ll, lil). Phone: 617.253. 2432

and Climate(Coordinated the "Research Pathways for the Next Decade" report that the

c. Detail Dr. Joe Friday, National Research Council-Board on Atmospheric Sclergies
Clinton Admin tried to bury), to work with Christy/Lindzen. Phone: 202.334.3512 |

d. Detail someone from the State Dept to work under the direction of Chnsty/LInd en for
the "consensus negotiations". This replaces Moitke.

2. Request that the April 4-6 full IPCC meeting be deferred at least 30 days until a’ re-
assessment of US mput can be made.

IPCC process is complete (30-45 days). This must include the Watson release of

3. Request that all action related to the Third Assessment Report is deferred untan:
draft Synthesis Report.

i
1

4., Explore the possibility of asking Speaker Hastert to make Dr. Harlan Watson, I-ise
Science Committee, available to work with the team. Dr. Watson has been
recommended for the Assistant Secretary of State for Oceans position.

IPCC2001
Revised: 2/6/01
Page4 of 4
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Senate Committee on Commerce, Science and Technology

17 May 2000

Written Testimony
, John R. Christy
University of Alabama in Huntsville

Mr. Chairman and Committee Members, | am pleased to accept your invitatign to
offer information on cfimate change along with my own assessment. | am John
Christy, Professor of Atmospheric Science and Director of the Earth System
Science Center at the University of Alabama in Huntsville.

CARBON DIOXIDE
Yo
The concentration of carbon dioxide (CO2) is increasing in the atmosphere due
ptimarily to the combustion of fossil fuels. It is our great fortune (because we
produce so much of it) that CO2 is not a pollutant. In simple terms, CO2 is plant
food._The green world we see around us would disappear if not for atmospheric
CO2. These plants largely evolved at a time when the atmosphetic CO2
concentration was many times what it is today. Indeed, numerous studies
indicate the present biosphere is being invigorated by the human-induced rise of
CO2. in and of itself, therefore, the increasing concentration of CO2 does no
pose a toxic risk to the planet. It is the secondary impact of CO2 that may
present challenges to human fife in the future. It has been proposed that CO4
increases could cause climate change of a magnitude beyond what naturally
occurs that would force costly adaptation or significant ecological stress. For
example, sea level rise and/or reduced rainfall would be two possible effects
likely to be costly to those regions so affected. Data from the past and
projections from climate models are employed to provide insight on these
concems.

Ly

$ _ i

CLIMATE MODELS ;

Climate models attempt to describe the ocean/atmospheric system with
equations which approximate the processes of nature. No model is perfect .
because the system is incredibly complex. One modest goal of model simulati

is to describe and predict the evolution of the ocean/atmospheric system in a way
that Is useful to discover possible environmental hazards which lie ahead. Th
goal is not to achieve a perfect forecast for every type of weather in every unique
geographic region, but to provide information on changes in large-scale featu .
If in testing models for current large-scale features one finds confiict with
observations, this suggests that at least some fundamental process, for exam le
heat transfer, are not adequately described in the models.

John R. Christy 1
University of Alabama in Huntsville
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GLOBAL AVERAGES
A universal feature of climate model projections of global average temperature
changes due to enhanced greenhouse gasses is a rise in the temperature of the
atmosphere from the surface to 30,000 feet. This temperature rise itself is
projected to be significant at the surface, with increasing magnitude as one tises
through this layer called the troposphere. Maost people use the term Global
Wamming to describe this temperature rise.

Over the past 21-years various calculations of surface temperature do ind
show a rise between +0.45 and +0.65 °F (0.25 and 0.36 °C depending on which
estimate'is used.) This represents about half of the total surface warming since
the 19* century. In the troposphers, however, the values, which include the|
satellite data Dr. Roy Spencer of NASA and | produge, show only a very slight
warming between +0.09 and +0.18 °F (+0.05 and +0.10 °C) — a rate less than a
third that observed at the surface. So, rather than seeing a waming that i
increases with altitude as climate models project, we see that in the real world
the warming substantially decreases with altitude.

It is critically important in my view to correctly model tropospheric temperatune
changes because this is where much of the global atmospheric heat is move
about and eventually expelled to space. This layer also has a strong influence
on surface temperature through radiation processes. Itis conceivable that a|
model which retains too much heat in the troposphere, may also retain too rr‘uch
at the sutface. l

{
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The most recent modeling attempts which seek to reconcile this disparity suggest
that when some of the actual climate processes are factored in, the models come
very close to reality. These processes are events such as the Mt. Pinatubo
eruption and slow changes such as ozone depletion.

On closer inspection of these studies, however, one finds that the apparent
agreement was achieved only by comparing apples with oranges. The model
experiments included some major processes, but not all major . en
those additional processes are also factored in, such as real El Nifios, the climate N
models do not produce the observed global average vertical temperature
changes observed since 1979. In other words, the temperature of 60% of the
atmosphere appears to be going in a direction not predicted by models. That, in
my view, is a significant missing piece of (he climate puzzle which introduces
considerable uncertainty about a model's predictive ufility. !

It is certainly possible that the inability of the present generation of climate
models to reproduce the reality of the past 21 years may only refiect the factjthat
the climate experiences large natural variations in the vertical temperature
structure over such time periods. By recognizing this however, the implicatian is
that any attention drawn to the surface temperature rise over the past two
decades must also acknowledge the fact that 60% of the atmospheric mass has
not similarly warmed.

WEATHER EXTREMES AND CLIMATE CHANGE

| want to encourage the committee to be suspicious of media reports in which
weather extremes are given as proof of human-induced climate change. !
Weather extremes occur somewhere all the time. For example, you may hay
seen a recent report based on one version of the US surface temperature da
stating that Januaty through March of this year was the hottest ever recordeg
The satellite data provide information for the entire globe and show that indes
tmmmm
Howaver, most of thgg@e experienced below average temperatures in that
%émassive bulk of the troposphere. It was our tum to be warm while In places such
as the equatonial oceans and the Sahara Desert it was their tum to be cold.

Has hot weather occurred before in the US? All time record high temperatures
by states begin in 1888. Only eleven of the states have uniquely seen reoorg
highs since 1950 (35 occurred prior to 1950, 4 states had records occurring both
before and after 1950.) Hot weather happens. Similar findings appear from
examination of destructive weather events. The intensity and frequency of
hurricanes have not increased. The intensity and frequency of tomadoes ha] e
not increased. (Let me quickly add that we now have more peoplé and much
more wealth in the paths of these destructive events so that the losses havels
certainly risen, but that is not due to climate change.) Droughts and wet spel
have not statistically increased or decreased. Last summer's drought in the
Northeast was remarkable in the sense that for the country as a whole, the
typical percentage area covered by drought was below average. Deaths in US
cities are no longer correlated with high temperatures, though deaths still

increase during cold temperatures.

5o

FSIK'

| CEQ 000008




2028628268 P.©39/18

Page | of 2

FEB-86-2081 18:15 EXXONMOBIL WASH DC

_Ine Anlanta Joumnal-Constitution

ajc.com
Georgia state flag:
Save it or waive it?

search the paper

NEWI! Now you can search
7 days worth of tha AJC -
FREE

ENTER KEYWORD:

—(

Tday file

A full weak of the AJC Is
avadabla free of chage.

» Sunday

» Monday

» Tuesday

» Wednesday
» Thureday

» Enday

» Saturday

Search for staftwittan
siories back to 1985 In our
foo-basad Stacks archive,

related sections
Perspactive
ajc.com links
News@tianta
Reptint st
Write a letier tg the
editor

AccessAtlanta
Today's dabate
Express yourselfl
People & chat

Ask the gpinion of
others about your

live with resldents in
metro Atlanta
Ge't Cc'mnecbaq

Riiild n nareanal cite

file://C\TEMP\The Atlanta Journal-Constitution htm!

Tired of being nnamployed?

OPINION WEDNESDAY « January 24, 2001
Journal: Climate research Soending yolr the it
beats drastic acts acold maus a7 Pets.

Stalt
Waednesday, January 24, 2001

POOR CHICKEN LITTLE. Now he has even more to
worry about than the sky fafling. Humans are tumning the
planet into a frying pan. according to the latest global
warming hysteria.

The Intargovernmental Panel on Climate Change, which .
five years ago reported there was "a discemable human %

s COMMUNITY
influence” on rising temperatures, on Monday said, Messag .
*The rate of climats change this century is expected to be on ym et
greater than it has been In the past 10,000 ysars." - "
We can't go on like this, the panel wams, or global Fy‘dmmwﬂu{t
temperatures could rise by 10.5 degrees over the next local and national T
100 years. In the most extreme projections, the panel issues. |

sald, melting Antarctic ice could raise sea levels by up to
10 feet over the next 1,000 years.

The hot air at the Shanghai, China, conferenca precedes
May negotiations in Germany on how to cafry out the ;

K Protocol, the U.N.~sponcored agreemsnt ta reducs TLANTA EVEN
gréy?&wusagasestospercaﬂbehwmsmwasby ﬁmgforufcﬂyi
2010. hottest happenings
Seaich by: !
The protocol, championed by former Vice President Al * keyword - date |
Gore, would place the burden of reducing emissions of - cateqory !

carbon dioxide and greenhouse gases on 32 {
Industrialized nations and exempt 132 developing nations ,
~ Including China, India and Mexico., -

Talks In November failad to finalize a deal — and fortunately so, since participats
had refused to hold off until the new U.S. administration took office. :

i
But ona little fact is convenlently neglected. Humans are responsible for just 4.5
percent of the 173.1 billion tons of greenhouse gases produced annually. The rest is
nature — volcanic eruptions, sea-water evaporation and ng maiter, for |
example. And Iif nature decides to raise temperatures or melt ica, tiere's not
a dam thing that we or the Kyoto Protocol will do to change it. |

H
{

!

Which Is why it makes perfect sense for President Bush to continue his stance that
more research on mankind's Impact on world climate is needed, and to oppose the
Kyoto Protocol. !

Of ourse, the climate change panel of scientists from 99 nations supports the

|

H
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RAMITM.SA O EMLITL M AN protocol 2nd 18 sponsored by the Unitsd Nations and the YVorid Metecnoiogics
JolnaF Organtzation (www.wmo.ch), whose *science” is liberally salted with a sociopdli
a rorum sgenda. It did no ofiginal research, plcking and choosing Instead from other o

Politics
Thinking Right
Experts and even peer reviewers of ths report have questioned the panef's
Atlanta Drivers conclusions, arguing that opposing evidence that would have provided balance was
Bill Clinton excluded.
Gun Gontral
Sports Meanwhile, nobody's discussing how reducing emissions unnscessarily wifl ha

major implications for mankind by causing intemational economic hardship, intludin
higher ensrgy costs and less energy investment, fewer jobs, higher taxes and os
goods. But hey, thatf's OK. Bacause the taxpayers of the United States and otHer
Industrialized nations are expecled to pay the price.
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Hot Heads

The latest global warming predictions are hype, not hard data,
By Ronald Baijley, Reason Science Correspondent

"Scientists Issue Dire Prediction on Warming" blares the lead headline in the
January 23 Washington Post, The earth's temperature could rise by as much 10.4
degrees Fahrenhsit by 2100 and sea levels could rise by 34 inches, warns the Post.
The headline and the data derive from the new "Summary for Policymakers," just
issued by the United Nation's Intergovernmental Panel on Climate Change (IPCC),
which has been mesting in Shanghai. In 1995, the last time the IPCC officially
predicted the 21 century’s weather, the maximum projected temperanure increase
was just 6.3 degrees Fahrenheit So things must be really heating up fast, right?

Not exactly, "The catastrophic warming projections are based on one set of
scenarios that are way off the chart,” says John Christy, a professor of Atmospheric
Science and director of the Earth System Sciencs Center at the University of
Alabama at Himtsville,

The headline-grabbing projected temperature increase comes fraom the IPCC’s most
extreme scenario, out of some 35, that it dreamed up for possible future greenhouse
gas emissions. In this ultra-worst-case scenario, a rapidly growing world population
merrily bums more and more fossil fitels with virtually no improvement in
technology. Then this gloomy econometric forecast is fed into the global climate
model most sensitive to perturbations and voila!—cataclysmic catastrophe.

In other words, the prediction that the world might drastically heat up is achieved by
combining the outputs from notoriously inaccurate models of economic,
demographic, and technological change, and then mixing those results with
atmospheric models that are even more fraught with great uncertainties. The last
time governments were urged to drastic action by concerned scientists on the basis
of computer model results was the Limits o Growth fiasco in the 1970s.

Back then, the Club of Rome solemnly told world leaders that humanity would
likely be completely out oil, gas, copper, zine, gold, and tin by now, If that wasn't
bad enough, the Club also said we'd be choking on pollution and experiencing
massive famines. President Jimmy Carter commissioned the infamous Global 2000
Report, which seconded the projections made by the limits-to-growth crowd,

Such predictions have been spectacularly wrong: The world has yet to run out of
any of these minerals, foad has never been cheaper, and pollution levels have been
declining in developed countries for three decades. Air pollution is even going
down in Mexico City, one of the most heavily polluted cities on the planet.

hupi//ireason.com/rbirb012401.himl
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"The climate models are still not able to reproduce what wa’ve sean in the past few
decades,” says Alabama's Christy. In fact, they predict much more warming than is
shown by highly accurate satellite temperature data that's been collected over the
past 22 years. The satellites find almost no atmaspheric warming, with the earth’s
lower atmosphere warming at only about 0.04 degrees Celsius per decade.

The IPCC acknowledges that the satellite data don’t show much warming. It insists,
however, that "the global averags surface temperature has increased significantly by
+0.15 degrees Celsius per decade.” The summary then mildly notes that differences
between the satellite data and the surfaca "are not fully resolved.” Nevertheless, the
IPCC summary boldly claims that "confidence in the ability of the models to project
futurs climate bas increased.” Such canfidence, however is unwatranted. The
models predict that the atmosphere’s temperature should be going up more rapidly
than the surface temperature, Yet the opposite is occurring.

What could account for the differences in the surface temperature trends and the
atmospheric temperature trends? Roger Pielke, Sr., professor of Atmospheric !
Sciences at Colorado State University, argues that with regard to surface
temperatures "land use changes are probably more significant than the radiative
effects of doubling carbon dioxide." Piclke believes that the [PCC has
misinterpreted increased surface temperatures resulting from land use changes like
deforestation, farming, suburbanization, and urbanization, as being changes in
atmospheric temperatures caused by increased levels of greenhanse gases. Taking
the effects of land use changes into account could explain the discrepancy between
the IPCC’s surface temperature data trends and the satellite trends. If that's the case,
then increased carbon dioxide levels as a result of burning fossil fuels recedes as a
climatological worry.

Pielke also points out that the global climate models do not account for the effects
of increased carbon dioxide on plant growth. For example, doubled carbon dioxide
levels leads to greater plant growth and improved water-use efficiency. Ina
grassiand model that he ran, the net effect was cooler day-time and warmer night-
time temperatures, not apocalypse.

The IPCC summary opealy acknowledges that current models can’t account for
clouds. This is vital, since clouds act as shades during the day and as blankets at
night; they lower daytime temperatures while increasing nighttime ones. The IPCC
finds that cloud cover has increased by 2 percent in the last century and that
nighttime daily minimum temperatures are going up at twice the rate of daytime
high temperatures. What appears to be happening in reality, though not in the
models, is that most of the warming over the last few decades is occurring during
winter nights. This means that growing scasons are lengthening in the temperato
zones, as frosts end earlier in spring and start later in autumn.

-

"There is clear evidence that we are changing the climate, but we have no idea if the
net effect is warming, cooling, moistening, or drying,” concludes Pielke.

Despite these vast uncertainties, Klaus Toepfer, head of the UN. Environment
Program, has proclaimed, “The scientific consensus presented in this
comprehensive report about human-inditced climate change should sound alarm
bells in every national capital and every local community.”

Adds Robert Watson, chair of the JPCC: "This adds impetus for governments of the
world to find ways to live up to their commitments...to reduce emissions in
greenhouse gases.” Pushing that *impetus” may be the real point of the summary: to
scare the bejesus out of skeptical politicians and the public, the better to bring both |
back to the bargaining table.
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Last November, the negotiations at the Hague over the Kyato Protocol, which sets g
limits on the levels of greenhouse gases that countries would be permitted to emit |
by 2010-2012, collapsed. The negotiations fell apart because the Eurapaans M
to go along with the sensible American point that if one counts everything that adds
carbon dioxide to the air, then one should also count things that subtract carbon
dioxide from the air, such as forests and farms, which the U.S, has in abundance.
Negotiations are slated to resume in Bonn this May, and a few headlines about
searing temperatures by the end of the 21st century couldn’t hurt the Protocal's

supporters.

Perhaps the best way to think of the Kyoto Protocol is as an attempt to plan the
entire world’s energy future for the next century. Just how quixotic this is becomes
obvious when you think of how such an effort would have fared at the beginning of

the 20t century, Even the smartest council of scientists and politicians in 1900
would have been unable to project how energy would be used today. In 1900, there
were cssentially no cars and no electric lighting. Telephones were rarities and
airplanes, refrigerators, televisions, radios, and air conditioners were unknown.
Virtually no one had central heating, and computers and other electronic gadgets |
were not even on the drawing board. The list of such energy-using inventions that |
are ceatral to our daily lives is nearly endless,

It is simply ludicrous to think that a 1900 version of the IPCC could have planned
our energy supplies for today. Given the relentless pace of technological change,
today's IPCC is arguably in an even worse position to predict what the global
cuergy mix will be 100 years from now. |

But don't expect the IPCC to admit as much. "The United States is way off meeting i
fts targets,” scalded Watson. *A country like China has done more, in my opinion,
than a country like the United States to move forward in economic development
while remaining environmentally sensitive.” Say what? China has been developing
cconomically at a blistering pace, but breathing the air in Shanghai is like smoking a
pack of cigarettes per day—-and that's not to mention continuing deforestation and
the much-loathed Three Gorges Dam project. Perhaps more to the point, under the
Kyoto Protocol, China, like most developing countries, is not obliged to cut back on
any greenhouse gas emissions whatsoever.

“"They present the suminary ag a consensus,"” says Colorado State's Pielke. “But it’s
really a selective advocacy document. It's not science. They ignore data and
criticisins that don't fit their hypothesis of atmospheric warming.”

So what is really happening with global climate? The summary comrectly concludes
ﬂmdﬁngmezomm,gbbﬂwmmmpmumm«mcdbyamund
1 degree Fahrenheit and the sea level has risen 4 to 8 inches. Most scientists agree -
that the carbon dioxide emitted from the buming of fossil fuels accounts for some,

butnotall,ofbcincmaseintcmpu@mﬂlathasoecmdmthczoﬂ'm.

And what about the future? The satellite data are telling us the resuits of an ongoing
global climate experiment. Projecting the satellite trends into the fiture means that
the world can expect about 1 degree Celsius of warming by 2100. That's not
nothing, but it's alto not the sort of prediction that conjures scare headlines.

Ronald Bailey (rbailey@reason.com) is Reason Magazine's science correspondent.

% How to subscribe :

hitp://reason_com/rb/rb012401 html
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11°F Warming? How U.N.-Sclentificl ;

Here's the newest old story we know: The Unitad Nations announces that glébal
warming will be even worse than they thought.

it's as old as the IPCC Director, Robert T. Watson, who knows this ploy well. In 1992,

he announced that stratospheric ozone depletion was “worse than we thought” and

that an ozone hole over the Northern Hemisphera was imminent. Then-Senator Al ;
Gore called it an "ozone hole aver Kennebunkport,* referring to the summer home of !
the father of our new President. i

Watson's purpose was to stampede the U.S. Senate into legislation on
chiorofluorocarbon refrigerants; within days he got his wish, 89-1. The ozone hole
never appeared. But the law remains.

They just tried the same ploy on global warming. Fortunately, the Senate’s
environmentalists have bigger fish to fry, such as Interior Secretary— Designate Gale
Norton, so this time they are not biting,

This time, Watson and the United Nations Intergovernmental Pane! on Climate

Change announced that warming in this century could be as large as 10.5°F (5.8°C),
based upon new calculations that were approved by all the governments the U.N. :
could gather in Shanghai on Jan, 21, 2001. j

Along for the ride were five U.S. representatives, including Mike MacCracken, head
of the U.S. Global Change Research Program (USGCRP), and Rosina Blerbaum,
Associate Director of the White House office of Sclence and Technology (IPCC head
Bob Watson's previous post). Those two rather powerful figures raised no objections
to this preposterous scenario.

That's right: preposterous. After all, what is there to believe about it? Nothing! The
nearly 11°F figure, in fact results from anly one of 245 separate combinations of
social "storylines" (that's their word, not ours) and their toy cimate models.
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Figure 1. The nearly 11°F (5.8°C) of warming ls the most extreme resuit
produced by the 245 possible combinations of "storylines™ and "toy
models.” The full range of these combinations (1.4°C-5.8°C) Is depicted by
the light gray region above, The dark gray shading depicts the range of the |
maodel average for each storylina. The solid lines encompass the range of ‘
nearly 20 full-scale general circulation models run with a storyline In which
carbon dloxide Increases at 1 percent per ysar. The dashed [ines
encompass the range if the resuits of these models are adjusted to better
reflect an observed increase of about 0.7 percent per year. Notice the
axtreme temparature rise in this range Is about 4.5°F (2.5°C)—less than half
of the IPCC's exaggerated rasult of 10.5°F (5.8°C).

REDUCTION IN FORCE

Our words may seem inflammatory, even for World Climata Report, but they're
probably an understatement. In fact, the U.N. and the global warming crowd have
gone from future "forecasts” (issued decades ago), to "scenarios” (from the 1980s) to
"storylines." Consistent with the other outgoing Administration policies, each step
allows the presenter less and legs personal responsibility for failure. !

As an example, how many times did the U.N. insist in the 1080s that its failed
forecast for midwestern U.S. drought wasn't a forecast at all, but merely a “scenario™?

As early as March 1991, then-IPCC leader Sir John Houghton remonstrated this
editor in a London debate that the U.N. future projections were the latter rather than
the former.

National Academy of Sciences that observed changes in net greenhouse gases were
running at the lowest projections, so instead, the new concept of "storyline® was
invented.

|
H
By 1998, NASA Sclentist James Hansen was writing in the Proceedings of the s

THE STORYLINE STORYLINE

H
|
These “storylines” first surfaced in public in July 8, 1999, at the end of a blisteringly z
hot week, as MSNBG's "The News" put tha revised estimates of future warming up as é

the lead story. They were the product of federal climatologist Tom Wigley, who at that
time was releasing those estimates under the aegis of the Pew Foundation on Glabal
Climate Change, a group that was nakedly advocating for the Kyoto Protocol on
global warming and its mandated massive cuts in U.S. emissions.

Often, they are pure bunkum, For exampie, as originally published (the words have |
now been changed to protect the guilty), storyline A1 is a world where "people pursue :
personal wealth rather than environmental quality.” Either/or. Everyone knows that is
a contradiction: It is weaithy societies that invariably value (and can afford)
environmental protection.

That storyline was then input into a highly simplified calculation model of warming that
assumes, among other things, that the earth's temperature changes are uniform, and
that there aren't any major ocean currents, mountains, or thunderstorms. That step
was required because inputting the storylines directly to the much more complicated
general circulation climate models (GCMs) would have taken far too long.

http://www.greeningearthsociety.org/climate/v6ni0/feature .htm 2/5/01

CEQ 000016

H
i
H
!
i
1
5




i
5

FEB—@G6—2081 10:18 EXXONMOBIL WASH DC 2028628268, P.17/18
feaure ! Pagesord

their creators' backs) produce a different mean lavel of warming than the more
sophisticated GCMs (which themselves suffer from major problems).

i
|
The upshot is that the "toy models* (which ks what other sclentists call them behind {
i
|
§
COAL COMFORT §

The "storyline" that results in the nearly 11°F of warming is equivalently preposterous.
it assumes that everyone pretty much stops buming coal, pronto.

Not very flikely. Coal supplies 56 percent of U.S. electricity at the present time (and
apparently not enough to California), and is the fuel of choice for many d ng
countries. Its combustion is not gaing to suddenly shriek to a halt, There are too many
relatively new power plants paying off too many widowed wives who hold their bonds
as a safe, conservative investment.

But that's not enough to pop out a big warming. After all, coal produces only a bit
more carbon dioxide per unit energy than other fassil fuels. Rather, this storyline
assumes that another coal-related emission—sulfate aerosol—stops at the same
time, and that sulfates are currently responsible for a massive cooling of the
atmosphere. Massive, as in about twice as much cooling as the earth has warmed in
the last 100 years.

THE SULFATE SCENARIQ

And here's where UN-ecience really comes into play. The fact of the matter is that no
one has ever measured the global cooling effect of sulfate aerosol. And estimates of
it have been all over the map.

In 1997, NASA scientist James Hansen argued that their effect might be zero or even ;
a slight warming. in 2000, NASA scientist James Hansen argued that they must be
exerting a cooling on the atmasphere that Is equal to the global warming caused by
carbon dioxide. In that same paper, he argued that this was the only way to explain
how litlle the planet had warmad|

The IPCC cught to have looked at the spate of calculations coming out of Texas A&M
University demonstrating that the effect of sulfates must in fact be very small. Or it :
could have acknowledged that their own climate models that modify greenhaouse 3
warming with sulfate cooling have overestimatad the temperature change averaged
across the bottom layer of the atmosphere (the "Troposphere™) by a factor of 70 in
the last two and a half decades,

Frankly, it is doubtful that MacCracken or Bierbaum were aware of either of these
facts. Both have done their level best to keep scientists who know this from having a

federal forum.

For what it's worth, the other scientific member of the Shanghai team was Harvard's

James McCarthy, the head of the IPCC's Working Group Il (Climate Change:

impacts, Adaptation and Vulnerability) and also the intrepid reporter who last ‘

September got The New York Times to announce that his cruise boat had found open

water at the North Pole and that the last time there had been such open water was 50 i

million years ago. Two weeks later they retracted that And the U.N.'s own |

temperature records show that the recent polar warming is no larger than one that i

peaked about 70 years ago—long before it could have been caused by humans. |
I
i

So all of these prestigious individuals sat mute while the U.N. adopted this UN-
scientific position in Shanghai.

A few minutes after the meeting was rushed to a close, around 12:59 a.m., Sunday,

http://www.greeningearthsocicty.org/climate/v6n10/feature | tm
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Jan. 21, something else happened that explained the urgency of the moment.

Because of time and dateline effacts, that time coincided with High Noon on Jan. 20
in Washington, D.C. What happened? The U.S. representatives had lost their
legitimacy.

So the final act of the outgoing Administration—after all the executive orders, land
grabs, keyboard vandalism, and pardons—was to Shanghai global warming science.

References:

Hansen, J., et al., 1997, Radiative forcing and climate response, Journal of
Geophysical Research, 102, 6831-6864.

Hansen, J., et al, 1998, A common-senss climate index: Is climate changing
noticeably? Procesdings of the National Academy of Sciences, 95, 4113—4120.

Hansen, J., 2000, Global warming in the 21st century: An altemate scenario.
Proceedings of the National Academy of Sciences, 97, 9875~9880.
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ATMOSPHERE
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MMarkels@versar.com

February 22, 2001
Abstract

Recent articles in Science magazine indicate that the US and Canada
may be a net sink for CO2, not a net source. Natural sequestration by
agriculture and trees appears to be the cause of the decrease in the
atmospheric CO; content of the winds as they blow from west to east over
North America. This sink is expected to diminish over time so that other
sinks will be required. To maintain the balance, perhaps the best additional
sink is by means of CO. sequestering through surface fertilization of the
deep tropical ocean, which can handle the impact of a growing population
and economy while removing the future pressure on agriculture land for
additional CO, sequestration.
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Proposed US Policy on Control of CO, Content of the Atmosphere

Executive Summary

The recent increase in the carbon dioxide (CO,) content of the
atmosphere has given rise to concerns of possible adverse effects on climate
and a call for early actions to address these concerns. Debate on these matters
has centered on the Kyoto Protocol and the subsequent COP-6 meeting. The
general tenor of these debates has been that the US, as the producer of 24% of
the CO, released into the atmosphere from burning fossil fuels, is mainly
responsible for the problem and must bear the largest cost of solving it. Such
"solution" does not include the major use of sinks to remove the CO- from the
atmosphere but only the emissions.

This view completely ignores the fact that the US, Canada and Eurasia do
not add CO, to the atmosphere but, rather, remove it due to the large terrestrial
sinks produced by their forestation and agriculture’. The most recent study
indicates that the wind, blowing from the East Coast of North America out over
the Atlantic, has a lower concentration of CO, than the wind blowing in over the
West Coast, making North America a large terrestrial sink?3. This sink has been
modeled but its extent and permanence is controversial.*® Therefore, the US
needs to develop and prove, scientifically, technologies that can add to this sink
and are low cost, environmentally benign, high capacity and long-lived.
Development of sinks, such as sequestration by fertilization of the open ocean
surface is an approach that meets these criteria. With new technologies the us
can address the concerns of people regarding the CO2 content of the
atmosphere and can welcome other nations to join in this endeavor looking to
reduce the net CO, production of the world, perhaps to zero, should this prove to
be necessary in the future.

Introduction

The CO, content of the atmosphere has risen from about 285 ppm to 367
ppm over the past 50 years. This has produced concerns in many people that
adverse effects will follow, including global warming, sea level rise, destructive
weather patterns, increase in tropical disease and reduced food production
worldwide. While there are some positive effects that have been measured, such
as increased plant growth and increased nighttime temperature in the Arctic,
peoples' concerns remain and must be addressed. This has been done on small
scales by increasing the efficiency of energy production and energy use, getting
more value from each pound of carbon burned as well as smail tree planting and
saline aquifet injection projects to produce sinks. Wind and solar energy
production has received large incentives. There has also been a large shift from
coal to natural gas, which decreases the COz produced per unit of heat or
electricity generated but with the increases in natural gas prices, ata
considerable cost. In the US there has been an emphasis on increasing the fuel
efficiency of cars and several states have mandated that electric utilities
decrease the net CO, emitted per kilowatt-hour produced. All of this is not
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sufficient to take care of peoples' concerns, so an international agreement has
been sought to move the process forward.

The Kyoto Protocol

An international meeting was held in December 1997 to seek agreed-upon
CO, emissions reductions from the developed countries, embodied in the Kyoto
Protocol. The agreement sets out goals for developed countries averaging 5.2%
below 1990 emissions by 2008 to 2012. This would mean a reduction of about
30% for the US due to our growing economy and population. The agreement
mandated reductions that must be verifiable, deliberate (rather that a result of
standard practice), permanent and avoid saturation and leakage. They must not
include things that would happen anyway and they must “hurt". Trading of CO;
credits were discouraged, leaving increased efficiency and reduced GNP the
methods of choice. Developing countries were excused on the basis that
countries like the US were the ones that caused the problem and should feel the
pain of the solution. Emerging nations like China and India also had no
responsibility and can continue to increase their CO, emissions without limit. The
European nations expected to reach their goals by increased efficiency and
conversion from coal to natural gas and nuclear energy. The basic reasoning
was that the US, with 24% of the CO, production, is the major cause of the
problem and therefore should suffer the major loss in GNP, shifting energy-
intensive industries to developing nations.

COP-6

After the Kyoto Protocol was signed a series of meetings were held to iron
out problems and set up workable guidelines to reach the intended goals. These
culminated in COP-6 in The Hague during November 2000. The meeting was
contentious, with the Europeans demanding no CO; trading across country
boundaries and restrictions of CO, credits for sequestration, including soil and
trees, with no ocean sequestration included. The US demanded CO; credit
trading and broad sequestering credits as a part of relief for a growing economy
and population. In spite of major concessions by the US the meeting broke up
with no agreement, leaving the Kyoto Protocol in limbo. This essentially clears
the slate and gives the US an opportunity for a fresh approach to meeting
peoples' concerns.

Backgr_ound for Suggested Approach
A new US policy approach is suggested based on two facis.

1. The US and Canada take out more CO, from the atmosphere than
they emit, providing a net CO; sink, not a source.

2. The harnessing of ingenuity and creativeness can solve the
problem previously thought to be intractable by such means as
enhanced sinks for COx.

Published studies have shown that North America and Eurasia are not net
emitters of CO, to the atmosphere, but take more CO, out of the atmosphere by

2
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agriculture and growing new forest trees than they put in by burning fossil fuels.!
The US and Canada are also net sinks for CO, as reported in the most recent
study.?® This is due to the planting of trees in the great plains and increases in
agriculture from irrigation and enhanced farming methods. When a new forest is
planted it sequesters CO. until it matures to the point where the rotting of dead
trees emits as much CO» as the live trees absorb, a climax forest. While the
overall trend for the North American net CO; sink appears secure at this time, the
variation in the values around this trend are large. *° Significant effort will be
needed to continue the net sink for the area, including increasing the efficiency of
fossil fuel use and increasing the use of non-carbon energy sources such as
nuclear, hydropower and solar-driven devices. The stabilization of the North
American net sink can be enhanced by the increase in land productivity in the US
from new farming technology which is releasing land to provide for new forest
areas, further delaying the return to a balance of emission and sequestration of

| CO, in the US and Canadian land area.® The amount of net sink of COs,
including emissions from fossil fuel burning, is expected to fall slowly in the years
ahead. The key is that North America is a part of the solution to peoples'
concems, not the problem. While these studies have been available for several
years, they remain controversial. More measurements of CO, content of the
atmosphere need to be made to characterize the overall CO» flux and more
modeling must be carried out to decrease the margin of error in the predictions.
The most important point is that sinks count. The enhancement of sinks should
be a cornerstone of the new US policy going forward.

The Impact of New Technology

The inventiveness of mankind will continue to solve problems, including
this one. The key is to continue the present trend of diminishing CO. emissions
per person and per dollar of GNP. While we can expect this trend to continue,
and perhaps accelerate, the greatest gains are expected to be in CO>
sequestration. Several technologies are under investigation but one,
sequestration of CO; in the deep ocean by fertilization of the ocean surface,
appears to have the greatest potential. Here a chelated iron fertilizer of the type
that is currently sold in local garden shops is spread on the ocean surface. This
produces a bloom of plant life, mostly diatoms, which double or triple every day,
using up the fertilizing elements, after which they die and sink through the -
thermocline at about 75 feet per day and are trapped in the deep ocean. This
technology has been tested in five separate iron fertilization voyages, all of which
produced a bloom. They were all too small (about 9 to 30 square miles) to allow
for measurement of the amount of biomass sequestered. This can be done ina
proposed technology demonstration voyage in the equatorial Pacific with a 5,000
square mile fertilized area’.

The technology to be demonstrated is:
o Low cost, about $2.00 per ton of CO, sequestered.

« Environmentally benign since it does just what the ocean does naturally in
upwellings, only in a different place.
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« Long lasting since the deep ocean waters only come back to the surface
through upwellings after an average of about 1600 years.

« High capacity since just the waters of the Pacific Ocean west of the ,
Galapagos Islands could, if necessary, sequester about 400 million tons of
CO, per year with the continuous fertilization of about 3 million square miles
of deep open ocean. This amount of CO2 sequestered is 20% of the 2000
million tons of CO, that the US puts into the atmosphere from burning fossil
fuels and making cement.

« Of low ocean impact since 400 million tons is miniscule in comparison to the
total CO, equivalent content of the ocean, which is 145,000,000 million tons.

« Without problems of additionality since this process does not reduce other
sequestration or loss of CO, from the atmosphere due to other human
interventions.

The US needs to have available a technology of this kind in order to keep its
net CO. production negative in the future and to have the ability to help to
assuage the concerns of people about the impacts of other countries such as
India and China as we go forward. To do this the US should carry out continuing
demonstrations of the technology including measurement of local atmospheric
CO:xfluxes.

Recommended Policy

The US should take the view that we will continue to help the world to
cope with the possible adverse effects of the increase in the CO, content of the
atmosphere, should they arise. This can be done completely unilaterally and
outside the Kyoto Protocol. The US can continue to be a net sink of CO, as we
have in the past and can take steps to develop technologies that will assure that
this will continue after the forest and agriculture sinks balance the fossil fuel CO2
production in the future.

The US should use these technologies to address the concerns of other
nations resulting from the increase in CO. content of the atmosphere to reduce
the rate of increase, or even to reverse it, if this should become necessary. We
should invite other nations to join with us in this endeavor.

P

! Giais, et al, "A large northern hemisphere terrestrial CO. sink indicated by the 86/'2C ratio of atmospheric
CO.", Science 269, pp 1098-1102.
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3 Fan, et al, "A large terrestrial carbon sink in North America implied by atmospheric anc c.eanic carbon
dioxide data and models®, Science 282, 16 Oct 1998, pp 442-446.
* Fung, 1., "Variable carbon sinks", Science 290, pp1313.
d Bousquet, et al, “Regional changes in carbon dioxide fluxes of land and oceans since 1980", Science 290,
17 Nov 2000 pp 1342-1346.
6 Ausubel, J.H., “The great reversal: nature's chance to restore land and sea®, Technology in Society, 22
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July 5, 2001 Total pages in fax; Four
1O Mr. Philip Cooney
Chief of Staff
Council on Environmental Quality
By fax: 202-456-2710
From: Russell Jones
Subject: UNEP Press Release on Voluntary Industry Actions on Climate

Attached is a three page 6/29 press release from the UNEP stating that voluntary
industry actions could lead to “up to two billion tonnes of carbon dioxide saved by
cleaner energy schemes by 2005.”

According to the release, “The findings challenge the widely-held belief that the
stalling of the Climate Change talks in the Hague last year and political
disagreements over the science and the need for legally binding reduction
targets have paralyzed the world-wide effort to fight global warming.”

| have not yet seen a full UNEP or the apparently related World Energy Gouncil
material, but we could pass it along if/when we receive a copy.

0045<7
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»FROM THE EXECUTIVE Up To Two Billion Tonnes Of Carbon Dioxide Saved By Cleaner Sea
DIRECTOR Energy Schemes By 2005
> THE ORGANIZATION . ) l .....
»ENVIRONMENTAL LEGAL Industry Acting Te Fight Global Warming Despite Political Re
INSTRUMENTS Disagreements Ovar Kyote .
» CONVENTION Pres
SECRETARIATS Nairobi/Landon, 29 June 2001 - Voluntary actions by industry, govemments and R
»ENVIRONMENTAL organizations are leading to small but significant reductions in emissions of global
EVENTS AND AWARDS warming gases world-wide, the United Nations Envirenment Programme (UNEP) »Pres
»STATE OF THE GLOBAL  and the World Energy Council (WEC) said. Febru:
ENVIRONMENT Staton
»PRODUCTS AND The findings challenge the widely-held belief that the stalling of the Climate Change Media
SERVICES talks in the Hague last year and political disagreements over the science and the Forest
»JOB OPPORTUNITIES need for legally binding reduction targets have paralyzed the worid-wide effort to > Pre:
fight global warming. Augus
AND TRAINING Faiths
Press Release June 2001  gnydies by the WEG indicate that the number of new clean energy schemes, ,“':":ng
»Up To Two Billion Tonnes ~ government initiatives and renewable energy projects will, by 2005, save equivalent
Of Carbon Dioxide Saved  of one billion tonnes of carbon dioxide (C02) annually. This equates to a saving of Pres
By Cleaner Energy over three per cent in tarms of global greenhouse gas emissions emitted in the 2000 -
Schemes By 2005 year 2000. World
> Pioneeting Sea Turtle ;\f,-,?ﬁ,ﬁ
gecovery Plan Agreed For  The figure of one billion tonnes may be a dramatic understatement A survey of 91 Act
I %':‘th ‘E)acst AsiaAndThe  countries indicates the actual level of additonal projects planned or in the pipeline > Pres
. s"h,’a’l‘D_ ea’:[, Indust could raise the global GO2 savings as high as two billion tonnes (two gigatonnes) Decern
Se;pTolSGr:a(gr ;’;Srl' ndustry by 2005 or six per cent of current global greenhouse gas emissions. Goven
»Message From Klaus . ) o Persis
Toepfer, Executive Klaus Toepfer, Executive Director, of UNEP said that the pessimiam and gloom Pollute
Director, United Nations hanging over the Climate Change talks, which are set to resume in Bonn on July »Pres
Environment Programme 19, had masked small but real progress towards reducing emissions. Octobe
world Day To Combat : Meetir
Desertification And Drought  He highlighted the progress with the achievements made in China, which accounts Expenrt
17 June 2001 for 14 per cent of world CO2 emissions. Stratey
» Caviar-exporting States OnEn
. »Pros
g:g;;gﬁrs'lgwsﬁrgsg: *China has_. d.eSpite economic growth estimated at 36 per cent, managed to reduce Se?n?r
»Most Of Arctic Affected By carbon dioxide emissions by 17 per cent since 1896/97. The figure of 17 percent o,
Human Activities By 2050 may prove premature, with the real reduction likely to be in the range of 10 or 12 “green
» New Web-portal “food" To per cent, but this is still remarkable and encouraging progress. It has been » Pres
Protect Environment And achieved by an active effort to promote energy conservation, end coal subsidies N res
Health and support more efficient coal-fire power generation,” said Mr Toepfer. Move[v
colir.
»A New Voice For The Of Clir
Global Environment A sludy by scientists at the Lawrence Berkley National Laboratory in California »Pree
» Cashing in On Hyacinth concludes that China's C02 emissions are already 400 to S00 million tonnes below Janua;
Weed And Household what was expected in 2000 which is approximately equivalent to all C02 emissions Internz
Waste Key Themes Of from Canada, at the low end of the range, or Germany, at the high end of the Leade
Kenya's World estimate. Momb.
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Environment Day 2ag ,A:A
Celebrations : : . nd P,
In the United States, which at 23 per cent has the highest share of global C02 .
o %Zb‘;';;hé‘;yé;:ssygfm? emissions, levels of the greenhouse gas have grown from 4.8 billion tonneDs in1990 EOVIrO
X it 1998, the Int ti ency and the OEC
Launched To Mark World teo sici’r‘::\l’t 3.4 tonnes in e International Energy Agency D
Environment Day »Pret
»>Message Of UNEP March

Executive Director, Klaus But even in the United States improvements are being mads their official statistics >
Toepfer On The Occasion ~ Show. From 1890 1o 1988 the amount of carbon dioxide emitted par unit of GDP or Pl'ef
Of World Environment Day ~ economic growth declined by 11 per cent. Ffbm‘
5 June 2001 Pres

® The fact that two of the most important countries at the centre of the global Jiul;ua:
warming debate are acting, and are managing to break the link between growth res
and a parallel rise in emissions, offers an important glimmer of hope which must be 2000
built on. We must do more, we have to do more. But the march to a less polluting P Prec
world has begun and must be helped to continue even if there are disagreements 2000
between gavemments about the science and the need for legally binding emission > Pre:
reduction targets,” said Mr Toepfer. Decenr
> Pree
His comments come as informal climate change talks among 115 countries closed 2000
in The Hague this week The talks are almed at trying to secure a successful »Pres
outcame when countries meet in Bann in mid~July to resume the stalled 6th 1999 -
Conference of the Parlies to the United Nations Framework Convention on Climate » Pras
Change. 2000
¥ Pret
They also come in advance of a repot, also to be launched in July, by the G8 Augus
Renewable Energy Task Force, which has been studying the global prospects for > Pres
green energy schemes. Septer
»Pre:
Elena Virkkala Nekhaev, manager of programmes at the WEC, said: "Thereis a Octobx
generally perception that little is happening globally ta tackle climate change and > Pres
that little will occur unless nations reach agreement at the upcoming talks in Bonn, Nover
Germany. But this is far from the case as our Pilot Programme on GHG Emissions > Pree
Reduction demonstrates. Indeed the sheer number of cleaner energy schemss Decer
planned and in the pipeline make us confident that two gigatonnes, or six per cent »Pros
of global emissions of CO2, will be saved annually by such projects by 2005 Januai
whether or not the Kyoto Protcol is ratified®. » Prec
Februz
*Some of these clean energy schemes and conservation programmes may have »Pres
other goals such as improving local air pollution, road congestion and peoples' 2001
health. But the end result is an important saving of greenhouse gas emissions,” P Prec
she said. 2001
> Pres
Mark Radka, UNEP's Energy Programme Coordinator, said: "In many countries like 2001
China old and inefficient power generation equipment is being retired and new, > Pres

more efficient, power stations are starting to come on line. It is estimated that, over 2001
the next 20 years, some $15 trillion warth of investment is going to be made in

energy infrastructure. This is a golden cpportunity to make the world less -

dependent on fossil fuels and less vulnerable to the impacts of climate change. We

must work hard to ensure that only the most energy efficient plant is built and,

where appropriate, renewables are introduced. UNEP and WEC's assessment is

that industry, many govemments and organizations are rising to challenge despite
uncertaintes over the Kyoto process. There is cautious cause for optimism®,

The CO2 savings are coming from over 600 projects registered in the WEC's
database. These projects are just completed, under construction or planned in the
next few years. Some of the schemes involve the retiring of old and inefficient
power plants in favour of modern, cleaner buming ones. Others involve fitting
existing power plants with energy efficient equipment or choosing renewables over
diesel, coal or il generation. Projects also include same tree planting schemes
designed to saak up C02, energy conservation measures and ones, such as those
in Belgium, to reduce car use and emissions by restricting motor vehicle access to
city centres.

http://www.unep.org/Documents/Default.asp?DocumentID=204& ArticleID=2877 6322090000028
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Examples of the projects include a tidal power scheme in Australia designed 1o
save 210 kilotonnes of C02 by substituting for disesel gnerators and a big wind
power project Turkey that aims to save 940 kilotonnes. Others include a new,
1290MW ¢ombined-cycle power station in Rasht, Iran, saving 5,600 kilotonnes and
a power station in Wisconisn, United States, that will save 1,107 kilotonnes by
switching to gas.

Notes to Editors: The World Energy Council was founded in 1923 and is a UN-
accredited, UK-registered charity, based in London. It has established a
Greenhouse Gas Emissions Reduction Pilot Programme and has recorded
emissions reduction projects around the world in a comprehensive databage
located at www.wotldenergy.org/ghg

The report en China's emission reductions Is authored by Jonathan Sinton and
David Fridley of the Lawrence Barkeley National Laboratory and published in the
joumnal Sinosphere.

For more information please contact Nick Nuttall, Media Officer, UNEP, P.O.Box
30552, Nairobi, Kenya. tel: 264 2 623084, mobile: 254 (0) 733 632755, e-mail:
nick.nuttall @unep.org or Mark Radka, UNEP's Energy Programme Coordinator oh
tel: 33 1 4437 1427, e-mail: mark.radka @unep.ir or Elena Virkkala Nekhaev,
Manager of Programmes at WEC, tel: 44 207 734 5996, s-mail:
nekhaev@worldenergy.org or Lynn Yarris, media coordinator at the Lawrence
Berkeley Laboratory, on tel: 510 486 5375, e-mail:lcyarris@lbl.gov

UNEP News Release 01/85
End of Text ...

© 2000, Unitad Nations Environment Programme - Contact Webmastar
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. The Stella Group, Ltd.
! 733 15th Street, NW Suite 700
Washington, D.C. 20005

Scott Sklar, President 202.347.2214 Fax 202.347.2215
E-mail: solarsklar@aol.com

June 8, 2001
TO: Andrew Lundquist CS: John Bridgeland, Assistant to the President
Office of Vice President Gary Edson, Deputy Assistant - Economic

:S—o!nn Hw%é .‘o’/

FR: Scott Sklar m

RE: Climate Change Options: Low Hanging Fruit

Since The Administration is attempting to look for ways to address the issue, I have some
pragmatic suggestions that will utilize existing programs that will leverage some
substantial results regarding renewable energy.

As you may know a majority of US manufactured renewable energy technologies are
exported primarily to developing countries and to Germany and Japan. Growth rates for
solar, wind, geothermal, fuel cells, modular biomass and advanced interconnection
equipment and controls industries have exceeded 25 percent per year over the last five
years and will surely exceed that growth rate over the next five years. In most cases the
markets for renewable energy and distributed technologies, where the US holds a narrow
global technological and market lead, are constrained on the delivery end. While the US
has successfully ramped-up domestic automated or semi-automated manufacturing in
virtually all distributed energy technologies, the market bottlenecks relate to increasing
“flow through” to these large emerging markets. This situation is very natural for young
emerging industries. To increase product and project “flow through”, new resources need
to be accessible.

By increasing “flow through™ by providing new tools , the Bush Administration could
increase the yearly growth rate of renewables from 25 percent to a growth rate of over 40
percent per year — comparable to the early growth rates of the oil industry in its
emergence. Increasing “flow through” requires U.S. government facilitation and
multilateral bank facilitation using existing authorizations and programs.

001435
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Page two
The Proposal

Increasing “flow through” requires tapping into both federal (including bilateral)
programs and multiilateral programs. The approach requires continued oversight,
intervention and enforcement to insure the “new directions™ are implemented —a major
failure by the previous administration.

Establish deployment windows at Agency for International Development enhancing
support of ongoing and “in place” deployment NGO’s (ie E&Co, SELF, etc.) not
traditional “market conditioning” programs and their NGOs. Establish a parallel set-aside
“window” at the AID Missions which are time driven.and very transparent. Additionally,
establish specialized windows for clean energy projects at the Export Import Bank,
Overseas Private Investment Corporation and Trade Development Administration. These
windows, which exist informally anyway, can be directed to create “fast track™ access.
No legislative intervention needs to be done except in regard to TDA, The White House
would need to direct a lowering of the 10-to-1 investment ratio.

Currently at the multilateral lending institutions, several renewable energy programs have
been established at The World Bank including the International Finance Corporation and
the Global Environmental Facility, InterAmerican Development Bank including the
Multilateral Investment Fund, and the European Bank for Reconstruction. However,
these are marginal funds and a more pragmatic approach needs to be adopted. Energy
lending at the multilateral banks are a very small percentage of overall lending. To this
end, creating renewable energy lending targets for infrastructure loans, which are the
largest percentage of lending at the multilateral development banks, .is a high value
option. Renewable and distributed energy inclusion as a small part of traditional
infrastructure investments could ramp up demand in existing cost effective applications.
This type of lending targets which are facilitated, monitored and publicly reported could
increase global markets tenfold for these technologies in one decade.

The Results

Eedirecting and making more “flow through” resources available in the global market
will have appreciable market impacts by 20005 ~ a fifty percent growth rate for  ~
renewable and distributed energy. In the 2010-2020 timeframe the results are dramatic. In
2002 about 9,000 megawatts primarily from US-based renewable energy providers will
be sold and deployed. Under current market growth scenarios, these industries will grow
to appreciably over 50,000 megawatts per year in sales and deployment in the 2010 -
2020 timeframe. By creating this new opportunity, the US-based renewable energy and
distributed generation industry could grow in annual sales and deployment ranging from
108,000 megawatts to 325,000 megawatts in the global markets — a very significant
enhanced market scenario. Under the most conservative scenario, the current $7.5 billion
US renewable energy industry which includes goods and services would grow to $110
billion rather than $56 billion industry over the next 10 to 15 years.
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Mr sawatt Per Year Business-As-Usual and New Approach Using Aforementioned Tools

2002

BAU NA BAU
Fuel cells

200 280 450
Concentrated solar power
and solar thermal
building technologies

200 280 450
Photovoltaics

250 350 490
BioPower

350 490 960
Geothermal

1800 2530 6500
Wind Energy

6000 8400 16,500

2005

NA BAU
695 1350
695 1350
950 1420
1430 2898

7000 19,000

18,800 49,000

2010

2020

NA BAU NA

3750

3750

5900

7700

37,000

108,800

15,850

15,850

17,250

28,000

231,750

325,000K

~
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Kyoto also failed to address two major pollutants that have an impact on warming: black
soot and tropospheric ozone. Both are proven health hazards. Reducing both would not
only address climate change, but also dramatically improve people's health.

Kyoto is, in many ways, unrealistic. Mauy countries cannot meet their Kyoto targets.
The targets themselves were arbitrary and not based upon science. For America,
complying with those mandates would have a negative economic impact, with layoffs of
workers and price increases for consumers. And when you evaluate all these flaws, most
reasonable people will understand that it's not sound public policy.

That's why 95 members of the United States Senate expressed a reluctance to endorse
such an approach. Yet, America's unwillingness to embrace a flawed treaty should not be
read by our friends and allies as any abdication of responsibility. To the contrary, my
administration is committed to a leadership role on the issuc of climate change.

We recognize our responsibility and will meet it -- at home, in our hemisphere, and in the
world. My Cabinet-level working group on climate change is recommending a number
of initial steps, and will continue to work on additional ideas. The working group
proposes the United States help lead the way by advancing the science on climate change,
advancing the technology to monitor and reduce greenhouse gases, and creating
partnerships within our hemisphere and beyond to monitor and measure and mitigate
emissions.

] also call on Congress to work with my administration to achieve the significant
emission reductions madc possible by implementing the clean energy technologies
proposed in our energy plan. Our working group study has made it clear that we need to
know a lot more.

The U.N. Framework Convention on Climate Change commences to stabilizing
concentrations at a level that will prevent dangerous human interference with the climate;
but no one knows what that level is. The United States has spent $18 billion on climate
research since 1990 — three times as much as any other country, and more than Japan and
all 15 nations of the EU combined.

Today, 1 make our investment in science even greater. My administration will establish
the U.S. Climate Change Rescarch Initiative to study areas of uncertainty and identify
priority arcas where investments can make a difference.

I'm directing my Secretary of Commerce, working with other agencies, to set priorities
for additional investments in climate change research, review such investments, and to
improve coordination amongst federal agencies. We will fully fund high-priority areas
for climate change science over the next five years. We'll also provide resources to build $
climate observation systems in developing countries and encourage other developed
nations to match our American commitment.

002033
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And we propose a joint venture with the EU, Japan and others to develop state-of-the-art
climate modeling that will help us better understand the causes and impacts of climate
change. America's the leader in technology and innovation. We all believe technology
offers great promise to significantly reduce emissions -- especially carbon capture,
storage and sequestration technologies.

So we're creating the National Climate Change Technology Initiative to strengthen
research at universities and national labs, to enhance partnerships in applied research, to
develop improved technology for measuring and monitoring gross and net greenhouse
gas emissions, and to fund demonstration projects for cutting-edge technologies, such as
bioreactors and fuel cells.

Even with the best science, even with the best technology, we all know the United States
cannot solve this global problem alone. We're building partnerships within the Western
Hemisphere and with other like-minded countries. Last week, Secretary Powell signed a
new CONCAUSA Declaration with the countries of Central America, calling for
cooperative efforts on science research, monitoring and measuring of emissions,
technology development, and investment in forest conservation.

We will work with the Inter- American Institute for Global Change Research and other
institutions to better understand regional impacts of climate change. We will establish a
partnership to monitor and mitigate emissions. And at home, I call on Congress to work
with my administration on the initiatives to enhance conservation and energy efficiency
outlined in my energy plan, to implement the increased use of renewables, natural gas
and hydropower that are outlined in the plan, and to increase the generation of safe and
clean nuclear power.

By increasing conservation and encrgy efficiency and aggressively using these clean
energy technologics, we can reduce our greenhouse gas emissions by significant amounts
in the coming years. We can make great progress in reducing emissions, and we will.
Yet, even that isn't enough.

I've asked my advisors to consider approaches to reduce greenhouse gas emissions,
including those that tap the power of markets, help realize the promise of technology and
ensure the widest-possible global participation. As we analyze the possibilities, we will
be guided by several basic principles. Our approach must be consistent with the long-
term goal of stabilizing greenhouse gas concentrations in the atmosphere. Our actions
should be measured as we learn more from science and build on it.

Our approach must be flexible to adjust to new information and take advantage of new
technology. We must always act to ensure continued economic growth and prosperity for
our citizens and for citizens throughout the world. We should pursue market-based
incentives and spur technological innovation.

And, finally, our approach must be based on global participation, including that of
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ADVANCING THE SCIENCE OF CLIMATE CHANGE

MY CABINET-LEVEL WORKING GRQUP HAS MET REGULARLY FOR THE LAST TEN WEEKS TQ
REVIEW THE MOST RECENT, MOST ACCURATE, AND MOST COMPREHENSIVE SCIENCE. _THEY HAVE
HEARD FROM SCIENTISTS OFFERING 4 WIDE SPECTRUM OF VIEWS, THEY HAVE REVIEWED THE FACTS,
AND THEY HAVE LISTENED TO MANY THEORIES AND SUPPOSITIONS. THE WORKING GROUP ASKED THE
HIGHLY RESPECTED NATIONAL ACADEMY OF SCIENCES TO PROVIDE US THE MOST UP-TO-DATE
INFORMATION ABOUT WHAT IS KNOWN — AND WHAT IS NOT KNOWN — ON THE SCIENCE OF CLIMATE
CHANGE...THE UNITED STATES [WIlLL] MELP LEAD THE WAY BY ADVANCING THE SCIENCE ON
CLIMATE CHANGE. "

-- PRESIDENT
GEORGE W. BUSH

Executive Summary
The United States leads the world in climate change research, spending more than the
15 nations of the European Union and Japan combined. Over the past decade, the United
States has invested ncarly $18 billion in such research and has increased our understanding of
changes in climate, human links to these changes, and possible consequences.

To have the most up-to-date information of what is known and unknown about the science of
climate change, the Cabinet-level climate change working group requested a report from the
National Academy of Sciences (NAS). The NAS report identified substantial uncertainty
critical areas, suchas:

The feedbacks in the climate system that determine the magnitude and rate of temperature
ncreases:

The future usage of fossil fuels and the future emissions of methane;

How much carbon is sequestered by oceans and other sinks and how much remains in the
atmosphere;

The details of regional climate change resulting from global climate change;

The nature and causes of the natural variability of climate, its interactions with forced
changes, and the direct and indirect effects of aerosols.

Y 5
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The National Academy of Sciences concluded, “[m]aking progress in reducing the large
uncertainties in projections of future climate will require addressing a number of
fundamental scientific questions relating to the buildup of greenhouse gases in the
atmosphere and the behavior of the climate system.”

To ensure that policies are shaped, and continue to be shaped, by the best science, President
Bush will work aggressively to advance the science of climate change. Today, the President
is announcing the U.S. Climate Change Research Initiative, which:

> Directs the Secretary of Commerce, working with other agencies, to set
priorities for additional investments in climate change research, to
review such investments, and to maximize coordination among federal
agencies;

» Fully funds all priority research areas that the Secretary of Commerce’s
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review finds are underfunded or need to be accelerated relative to other

research;

Challenges the major greenhouse gas emitting countries to increase significantly

their investments in high priority areas of climate change research;

> Provides up to 325 million, and calls on other developed countries to provide matching
funds, to help build climate observation systems in developing countries; and

Y

» Proposes a joint venture with the EU, Japan and others to develop state-of-the-art
climate modeling to help us better predict the causes and consequences of climate change.

U.S. Climate Research to Date

U.S. Global Change Research Program

The United States leads the world in climate change research, spending approximately
$1.6 billion annually. The United States is responsible for half of the world’s annual climate
change research expenditures, three times more than the next largest contributor and larger than
the contributions of Japan and all 15 nations of the European Union combined.

Research Expenditures By Country (1999/2000)
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Source: IGFA National Updates ™ (IGFA, 2000), NASA, European Space Agency, National Space Development
Agency of Japan, Centre National d 'Etudes Spatiales

The U.S. Global Change Research Program (USGCRP) is a national research program that
coordinates most of the federal government’s research on climate change. Definition of the
program began under the Reagan Administration; the program became a presidential initiative
under President George Bush, and was codified by Congress in the Global Change Research Act
of 1990.

Since its establishment in 1990, USGCRP has spent approximately $18 billion. The President's
fiscal year 2002 budget requests $1.6 billion for USGCRP. One half of this investment is
devoted to climate change science and the other half to associated satellite systems. During its
first decade, USGCRP research activities have identified a series of global scale changes,
including ozone depletion, climate change, and land cover change. USGCRP has also explored
and categorized likely human links to these changes, improved forecasts of the El Nino-Southern

el
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Oscillation, and increased understanding of other climate changes. The USGCRP has also
developed and deployed a series of remote sensing satellites that could form the basis of a global
environmental obscrving system, and has developed models to analyze the climate process and
produce scenarios of potential future climate change and possible consequences.

The USGCRP currently conducts research and observations in the following areas:
Understanding the Earth’s Climate System; Composition and Chemistry of the Atmosphere;
Global Water Cycle; Carbon Cycle Science; Biology and Biochemistry of Ecosystems; Human
Dimensions of Global Change; and Paleoenvironment/Paleoclimate (analysis of prehistoric
changes in climate). Ten federal agencies participate in the USGCRP and their respective roles
are described in Annex I

Key Gaps in Science of Climate Change

Despite the United States” intensive investment in climate change science over the past decade,
numerous gaps remain in our understanding of climate change. The National Academy of
Sciences identified in its report, Climate Change Science: An Analysis of Some Key Questions
(June 2001). critical uncertainties about the science of climate change. At the most fundamental
level, the report indicated the need to better understand the causes of warming. The National
Academy of Sciences stated, "Greenhouse gases are accumulating in Earth's atmosphere as a
result of human activities, causing surface air temperatures and subsurface ocean temperatures to
rise. Temperatures are, in fact, rising. The changes observed over the last several decades are
likely mostly duc to human activities, but we cannot rule out that some significant part of these
changes are also a reflection of natural variability.”

The National Academy of Scicnces report goes on to identify a range of specific areas of
scientific uncertainty that require additional study and research. These gaps include:

> How much carbon is sequestered by oceans and terrestrial sinks and how much
remains in the atmosphere is uncertain:

v" “How land contributes, by location and processes, to exchanges of carbon with the
atmosphere is still highly uncertain....” (p. 11)

v “These ecstimates [of future carbon dioxide climate forcings] . . . are only
approximate because of uncertainty about how efficiently the ocean and terrestrial
biosphere will sequester atmospheric CO,.” (p. 13)

v “How much of the carbon from future use of fossil fuels will be seen as increases in
carbon dioxide in the atmosphere will depend on what fractions are taken up by land and
by the oceans. The exchanges with land occur on various time scales, out to centuries for
soil decomposition in high latitudes, and they are sensitive to climate change. Their
projection into the future is highly problematic.” (p. 18)

» The feedbacks in the climate system that determine the magnitude and rate of
temperature increases are uncertain:
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v “Because there is considerable uncertainty in current understanding of how the climate
system varies naturally and reacts to emissions of greenhouse gases and aerosols, current
estimates of the magnitude of future warming should be regarded as tentative and subject
to future adjustments (either upward or downward).” (p. 1)

v “Much of the difference in predictions of global warming by various climate models is
attributable to the fact that each model represents these [feedback] processes in its own
particular way. These uncertainties will remain until a more fundamental understanding
of the processes that control atmospheric relative humidity and clouds is achieved.” (p. 4)

The direct and indirect effects of aerosols are uncertain:

v “The greatest uncertainty about the acrosol climate forcing—indeed, the largest of all the
uncertainties about global climate forcings—is probably the indirect effect of aerosols on

clouds.” (p. 14)
v “The great uncertainty about this indirect aerosol climate forcing presents a severe
handicap both for the interpretation of past climate change and for future assessments of

climate changes.” (p. 14)
v “Climate forcing by anthropogenic aerosols is a large source of uncertainty about future

climate change.” (p. 13)
v/ “Because of the scientific uncertainties associated with the sources and composition of
carbonaceous aerosols, projections of future impacts on climate are difficult.” (p. 12)

The details and impacts of regional climate change resulting from global climate change
are uncertain:

v “On the regional scale and in the longer term, there is much more uncertainty” with
respect to effects on agriculture and forestry. (p. 19)

v “The Northen Hemisphere as a whole experienced a slight cooling from 1946-75, and
the cooling during that period was quite marked over the eastem United States. The

cause of this hiatus in the warming is still under debate.” (p. 16)
v “Health outcomes in response to climate change are the subject of intense debate. . . The

understanding of the relationships between weather/climate and human health is in its
infancy and therefore the health consequences of climate change are poorly understood.
The costs, benefits, and availability of resources for adaptation are also uncertain.”

(. 20)

v “Changes in storm frequency and intensity are one of the more uncertain clements of
future climate change prediction.” (p. 20)

The nature and causes of the natural variability of climate and its interactions with
forced changes are uncertain:

v  “Because of the large and still uncertain Jevel of natural variability inherent in the
climate record and the uncertainties in the time histories of the various forcing agents
(and particularly aerosols), a causal linkage betwcen the buildup of greenhouse gases in
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the atmosphere and the observed climate changes during the 20" century cannot be
unequivocally established.” (p. 17) :

v" The value of indirect effect of ozone changes induced by solar ultraviolet irradiance
variations “‘remains highly uncertain.” {p. 14)

> The future usage of fossil fuels and the future emissions of methane are uncertain:

v' “With a better understanding of the sources and sinks of methane, it may be possible to
encourage practices . . . that lead to a decrease in atmospheric methane and significantly
reduce future climate change.” (p. 13 )

v" “There is no definitive scientific basis for choosing among several possible explanations
for these variations in the rates of change of global methane contributions, making it very
difficult to predict its future atmospheric concentrations.” (p. 11)

In response to these gaps in our knowledge, the National Academy of Sciences study also
recommends, “research that couples physical, chemical biological and human systems; an
improved capability of integrating scientific knowledge, including its uncertainty, into
effective decision support systems, and an ability to conduct research at the regional or sectoral
level that promotes analysis of the response of human and natural systems to multiple stresses.”

The NAS report also indicates that to advance the understanding of climate change, it will
be necessary to have “a global observing system in support of long term climate monitoring
and prediction [and] concentration on large-scale modeling through increased, dedicated
supercomputing and human resources.” In addition to the recent National Academy of Sciences
report, the USGCRP has updated its ten-year plan and submitted it to the National Research
Council (NRC) for review. High priority areas for further research are identified in numerous
recent reports and documents, such as: “Global Environmental Change: Research Pathways for
the Next Decade” (NRC 1998), “Capacity of US Climate Modeling to Support Climate Change
Assessment Activities” (NRC, 1998), “Adequacy of Climate Observing Systems” (NRC, 1999),
and others.

Advancing the Science

The National Academy of Sciences report states that an “effective strategy for advancing
the understanding of climate change will also require...efforts to ensure that climate
research is supported and managed to assure innovation, effectiveness and efficiency."
Over the decade of the USGCRP, interagency management of the program has weakened. The
National Research Council in its report, “Global Environmental Change: Research Pathways for
the Next Decade " (NRC 1998), identified the problem, and the USGCRP draft ten-year plan has
proposed changes to the management structure. Such issues merit careful and high-level review,
in consultation with the Congress.
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Therefore, to advance the science of climate change and focus efforts on the many key areas of
. uncertainty, President Bush will:

» Direct the Secretary of Commerce, working with other agencies, o set priorities for
additional investments in climate change research, to review such investments, and to
maximize coordination among federal agencies.

» Fully fund all priority research areas that the review finds are underfunded or need to be
accelerated relative to other research. Such areas could include th¢ carbon cycle, climate

modeling, and global water cycle.

The United States is making significant investments in the science of climate change and is
pledging to accelerate its own research. Climate change is a global problem, however, and other
nations must continue to advance the state of scientific knowledge.

The National Research Council, the US Global Change Research Program, and the World
Meteorological Organization have all identified the building of a global observing system to
monitor climate as being crucial to improving our understanding of the science of climate
change. This system must include developing countries that have limited resources to make the
necessary measurements.

The United States, Europe, and Japan each have significant climate modeling capabilities.
The United States leads the world in the basic science of climate modeling, and Europe and
Japan have built dedicated centers for climate modeling with a clearly defined mission.

Therefore, to enhance research, build a global climate observation system, and improve climate
modeling, President Bush will:

» Challenge the major greenhouse gas emitting countries to increase significantly their
investments in high priority areas of climate change research.

> Provide up to $25 million to help build climate observation systems in developing
countries throughout the world, and call upon other developed countries to provide matching
funds for such an investment.

> Propose a joint venture with the European Union, Japan and others to develop state-of-the-
art climate modeling to help us better predict the causes and consequences of climate change.
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seesesssssemmmeem  LXECUTIVE SUMMARY  eeesssssssssssssssssm—

B Macroeconomic Effects of Caps on CO, Emis-
sions Are Significant. A wide range of economic
models predict that capping U.S. carbon dioxide
(CO;) emissions at the Kyoto target (7 percent
below 1990 levels) would reduce U.S. GDP and
slow wage growth significantly, worsen the distribu-
tion of income, and reduce growth in living stan-
dards. Proposed future reductions of 60 percent
below 1990 levels by 2050 have not been modeled,
but would have extremely serious consequences for
all economies dependent on fossil fuels.

M U.S. Budget Surplus Is Reduced Sharply. Slower
economic growth means that federal tax receipts
would be reduced. If implementation of the Kyoto
Protocol reduces annual GDP by 3 percent per year,
for example, the projected budget surplus in 2010
falls from $471 billion to only $315 billion.

M International Emissions Trading Issues Are
Major. Major obstacles to trading include securing
developing country participation, allocating CO,
emission rights, and distributing the resulting rev-
enue.

M European Union Unable to Meet Targets. Even
though several EU members continue to support rat-
ification of the Kyoto Protocol, a number of recent

studies document that the EU will not be able to
achieve its targets; in fact by 2010 the EU countries
will be 10 to 25 percent above their targets.

M Science of Climate Change Needs to Be Better
Understood Before Costly Policies Are Implement-
ed. Despite the United States’ intensive investment
in climate change science, numerous gaps remain in
our knowledge, including conflict between global
atmospheric and “surface” temperature measure-
ment, and uncertainty about the amount of carbon
sequestered in the oceans and soil and about the
feedbacks in the climate system that determine the
magnitude and rate of temperature increase.

W Conclusion. A U.S. strategy for a productive cli-
mate policy providing energy security should
include: fixing the U.S. tax code; expanding
nuclear energy; expanding bilateral cooperation
with developing countries; expanding incentives for
use of landfill methane and biomass including
ethanol from cellulose; implementing a multi-year
plan for improvement of coal technology; removing
regulatory barriers; avoiding caps on CO, emissions
by U.S. industry; and avoiding setting targets for
global CO, concentrations in the range of 550 ppm
in the next 75-100 years. <%

The mission of the American Council for Capital Formation is to promote economic growth through sound tax, trade, and environmental policies.
For more information about the Council or for copies of this testimony please contact the ACCF, 1750 K Street, N.W., Suite 400, Washington,
D.C. 20006-2302; telephone: 202/293-5811; fax: 202/785-8165; e-mail: info@accf.org; Web site: www.accf.org.
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INTRODUCTION

My name is Margo Thorning and I am pleased to
present this testimony to the Senate Governmental
Affairs Committee.

The American Council for Capital Formation rep-
resents a broad cross-section of the American business
community, including the manufacturing and financial
sectors, Fortune 500 companies and smaller firms,
investors, and associations from all sectors of the econ-
omy. Our distinguished board of directors includes cab-
inet members of prior Republican and Democratic
administrations, former members of Congress, promi-
nent business leaders, and public finance and environ-
mental policy experts.

The ACCEF is now celebrating its 28th year of lead-
ership in advocating tax, regulatory, environmental,
and trade policies to increase U.S. economic growth
and environmental quality.

We commend Chairman Lieberman, Senators Byrd
and Stevens and the Senate Govemmental Affairs
Committee for their focus on the role of technology in
addressing climate mitigation. In our view, tax incen-
tives should be a key component in the push to develop
new technology. Given the ACCF'’ extensive studies on
the impact of tax policy on investment, my testimony
will develop an aspect of what should become the foun-
dation for an integrated approach to climate change pol-
icy. We believe that progress on technology proposals
such as those in S. 1008, the Climate Change Strategy
and Technology Act of 2001, is vitally important.

My testimony begins with a review of the macro-
economic consequences of near-term CO, emission
caps. It includes information from a number of analyses
sponsored by the ACCF Center for Policy Research,
the public policy research affiliate of the American
Council for Capital Formation. These studies describe
the economic costs of near-term caps on U.S. carbon
emissions and the impact of emissions limits on the
growth of the capital stock, as well as suggest tax incen-
tives to encourage voluntary efforts such as the pur-
chase of energy-efficient equipment and sequestration
initiatives to reduce CO; emissions both in the United
States and abroad. (Summaries of the Center’s climate
policy studies are available on our Web site,
www.accf.org.) I also discuss issues related to long-term
options for reducing CO; concentrations. Finally,
strategies for a cost-effective, long-term approach to
CO, stabilization are presented.

ACCF STATEMENT  sessssssessms—

MACROECONOMICS EFFECTS OF CAPPING
CO, EMISSIONS

The Kyoto Protocol to the United Nations
Framework Convention on Climate Change, which
was negotiated in December 1997, calls for industrial
economies such as the United States, Canada, Europe,
and Japan (termed Annex B countries) to reduce their
collective emissions of six greenhouse gases by an aver-
age of 5.2 percent from 1990 levels by 2008-2012. The
U.S. target under the Protocol, which was rejected by
the Bush Administration in March, is a 7 percent
reduction from 1990 levels (or 1,251 million metric
tons); this amounts to a projected 536 million metric
ton cutback in carbon emissions relative to the pro-
jected amount in 2010, growing to a 728 million met-
ric ton cutback by 2020 (see Figure 1). In 1999, U.S.
emissions were 1,527 million metric tons, or 22 per-
cent above the Kyoto target. By 2010, the U.S.
Department of Energy’s Energy Information
Administration (EIA) projects that emissions will be
43 percent above the target, and the gap will grow to
58 percent by 2020. (In 2010, carbon emissions from
the transportation and utility sectors alone are project-
ed to be 1,300 million metric tons (see Figure 1). It is
also worth noting that Mr. Tim Wirth, the former
Clinton Administration climate policy negotiator, tes-
tified in 1997 that carbon emissions would need to be
cut by up to 10 times the Kyoto targets (a 70 percent
reduction). The United Kingdom has assumed it must
reduce its emissions by 60 percent by 2050.

The emissions cap would, in effect, ration the use of
energy in the United States and require very large
taxes, either directly or indirectly through the purchase
of “permits,” to restrain the demand for energy. The
“multi-pollutant” approach would have the same
effect. Research conducted over the past decade for the
ACCE Center for Policy Research by top climate poli-
cy scholars concludes that the cost of reducing carbon
emissions in the near term would impose a heavy bur-
den on U.S. households, industry, and agriculture by
reducing economic growth.

IMPACT ON GDP

Many climate policy experts believe that the emis-
sion reductions called for in the Kyoto agreement have
potentially serious consequences for all Americans.
Predicting the economic impact of reducing carbon
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emissions depends upon how an econom-
ic forecasting model handles several fac-
tors, including how rapidly industry and
consumers respond to higher energy

Figure 1 U.S. Carbon Emissions:

Projected, Kyoto Target, and Beyond
Millions of metric tons

prices by substituting less carbon-inten-
sive production methods and reducing
the consumption of carbon-intensive
goods and services. Other factors that can
affect a model’s results are the rate of
technological change, the projected base-
line greenhouse gas emissions, the
amount of emissions trading, and use of
carbon sinks and sequestration.

The rate of technological improve-
ment for energy production and con-
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their baseline forecasts is fairly rapid. For
example, the EIA’s reference case assumes
continued improvements in new and
existing buildings, transportation, coal
production, exploration for oil and gas,
and electricity generation technologies.
In fact, total energy intensity (defined as
the ratio of primary energy consumption
per dollar of GDP) declines at an average
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rate of 1.1 percent annually between 1998
and 2020. The faster the rate of econom-
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ic growth, the faster energy intensity
declines in the EIA reference cases due to the more
rapid turnover of the capital stock.

Recent model results show that as carbon emis-
sions are capped or constrained, economic growth
slows due to lost output as new energy taxes are
imposed and prices rise for carbon-intensive goods—
goods that must be produced using less carbon and/or
more expensive processes. In addition, the capital
stock accumulates more slowly, reflecting the prema-
ture obsolescence of capital equipment due to the
sharp energy price increases required to meet the car-
bon emission reductions mandated under the
Protocol. It takes from 20 to 30 years to “turn over” or
replace the entire U.S. capital stock. Thus, meeting
the Protocol’s 2008-2012 timetable for emission
reductions would mean either continuing to utilize
plant and equipment designed to use much lower-cost
(pre-Kyoto) fuels, or replacing the capital stock much
more rapidly than its owners had planned.

The wide range of model results by climate policy
experts such as Senior Vice President Mary H. Novak
of WEFA, Inc., Professor Alan S. Manne of Stanford
University, Dr. Richard Richels of EPRI, Dr. W. David

Montgomery of Charles River Associates (CRA), Dr.
Joyce Brinner of Standard & Poor’s DRI (DRI), Dr.
Brian S. Fisher of the Australian Bureau of
Agricultural and Resource Economics (ABARE), and
others, show that complying with the Kyoto Protocol
would reduce U.S. GDP by a range of 1 percent to 4
percent annually (see Figure 2). This translates into
annual losses of $100 billion to almost $400 billion (in
inflation-adjusted dollars) in U.S. GDP each year com-
pared to the baseline forecast for energy use. These
studies, as well as the EIA report released in October
1998, stand in sharp contrast to the optimistic projec-
tions contained in the Clinton Administration’s eco-
nomic analysis prepared by the Council of Economic
Advisers and released in July 1998.

Starting earlier to reduce carbon emissions (in 2000
rather than 2005) only worsens the overall impact,
according to an EIA report released in July 1999. The
EIA results show that the discounted present value of
U.S. GDP falls by $1,430 billion 1992 dollars over the
2000-2020 period compared to $1,285 billion under
the 2005 start date.

July 18,.2001 ® Tax Policy and Technological Innovation: Key Partners
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ECONOMIC IMPACT OF
ADDITIONAL REDUCTIONS
BEYOND THE KYOTO TARGET

Figure 2

The economic costs of the Kyoto

Annual Impact of Reducing Carbon
Emissions to the Kyoto Target on
U.S. GDP, 2008-2012

Percent of GDP

Protocol described above do not reflect
the additional economic impact of emis-
sion reductions beyond the Kyoto target.
Kyoto supporters contemplate substantial
future carbon emission reductions well
below 1990 levels. At least one model has
analyzed this scenario. A study using the
Charles River Associates model (MS-
MRT) shows that the cost of going
beyond the carbon emission reductions
required by the Kyoto Protocol is high.
For example, a target of 21 percent below
1990 emission levels (or three times the
Kyoto target) would reduce U.S. GDP by
2.4 percent annually in 2020 with Annex
B emission trading and by 3.0 percent
with domestic abatement alone.
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Figure compiled by Margo Thorning, Ph.D., ACCF Center for Policy
Research, Washington, D.C., www.accf.org. Data source references can be
found at the end of this report.
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IMPACT ON THE FEDERAL
BUDGET SURPLUS

One way of assessing the impact of the Kyoto
Protocol is to examine how slower economic growth
would affect projected U.S. federal tax receipts and
federal budget surpluses. Policymakers need to consider
the potentially large negative impact of the Protocol
on GDP growth and federal budget receipts, particular-
ly since both the Administration and Congress are
already chipping away at the federal budget surpluses
to finance spending initiatives and tax cuts for fiscal
year 2001 and beyond. Using a simple calculation
based on the relationship of increases in GDP to feder-
al tax receipts, if GDP is 3 percent lower annually, the
on-budget surplus in 2010 would decline by $156 bil-
lion dollars, from $471 billion to $315 billion (see
Figure 3). If, as the EIA model predicts, the Kyoto
Protocol reduces GDP by 4 percent in 2010, the bud-
get surplus drops to only $261 billion dollars.

IMPORTANCE OF INTERNATIONAL
EMISSIONS TRADING

Numerous studies show that a major determinant of
the cost of curbing emissions is whether the United
States can purchase permits from abroad where emis-
sions can be reduced at a lower cost than in the United

States. In the absence of an unfettered international
trading system, the United States would be forced to
curb its own carbon emissions by about 30 percent
within 10 years. Due to population growth and increas-
es in output, the gap between projected emissions and
the Kyoto target will continue to grow (see Figure 1).
Neither this growing gap nor the impact of additional
reductions beyond the Kyoto targets have been
addressed by Kyoto advocates.

IMPACT ON WAGE GROWTH AND
CONSUMERS

U.S. consumers suffer declines in wage growth and
the distribution of income worsens under carbon stabi-
lization policies. Wesleyan University Professor Gary
Yohe estimates that reducing emissions to 1990 levels
(the Clinton Administration’s pre-Kyoto target) would
reduce wage growth by 5 percent to 10 percent per
year, and the lowest quintile of the population would
see its share of the economic “pie” shrink by about 10
percent. Texas A&M University Professor John
Moroney estimates that U.S. living standards would
fall by 15 percent under the Kyoto Protocol compared
to the base case energy forecast.

U.S. households also face much higher prices for
energy under near-term reductions. A range of esti-
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mates by various experts concludes that
gasoline prices would rise from almost 30
percent to over 50 percent and that elec-
tricity prices would go up by anywhere
from 50 percent over 80 percent (see
Figure 4). Predictions by the Clinton
Administration Council of Economic
Advisers (a 2.7 percent increase in gaso-
line prices and 3.4 percent rise in prices
for electricity) are far below those of
widely respected climate policy modelers.

Figure 3 Reduction in Federal On-Budget Surplus in
2010 Due to Lower GDP Caused by Carbon
Emission Reductions to the Kyoto Target
Doliars in billions

500 $471

U.S. COMPETITIVENESS IN
ENERGY-INTENSIVE SECTORS AND
AGRICULTURE

Federal budget surplus

Several studies, including those by Dr.
Brian Fisher and his colleagues at
ABARE, University of Colorado’s Profes-
sor Thomas Rutherford, DRI’s Dr. Brin-
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The 1999 study by Professor Manne of

% Stanford University and Dr. Richels of
Figure 4 U.S. Household Energy Costs: EPRI als‘.) analyzed this question. The
. I Manne-Richels model results suggest that

Impact of Reducing Carbon Emissions to .
the Kyoto Protocol could lead to serious

Kyoto Targets, 2008—-2012 . . X
Percent change from base case competitive problems for energy-intensive
sector (EIS) producers in the United
States, Japan, and OECD Europe. Meeting
T = with trading; NT = no trading the emission targets in the Protocol would
lead to significant reductions in output
and employment among EIS producers,
and there would be offsetting increases in
countries with low energy costs. U.S. out-
put of energy-intensive products such as
autos, steel, paper, and chemicals could be
15 percent less than under the reference
case by 2020. In contrast, countries such as
China, India, and Mexico would increase
their output of energy-intensive products.
In its present form, the Protocol could lead
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U.S. agriculture would also lose competitiveness if
the United States complied with the Kyoto Protocol. A
study based on the DRI model by Terry Francl of the
American Farm Bureau Federation, Richard Nadler of
K.C. Jones Monthly, and Joseph Bast of the Heartland
Institute (FNB) predicts that implementation of the
Protocol would cause higher fuel oil, motor oil, fertiliz-
er, and other farm operating costs. This would mean
higher consumer food prices and greater demand for
public assistance with higher costs. In addition, by
increasing the energy. costs of farm production in
America while leaving them unchanged in developing
countries, the Kyoto Protocol would cause U.S. food
exports to decline and imports to rise. Reduced effi-
ciency of the world food system could add to a political
backlash against free trade policies at home and abroad.

The FNB analysis, which concludes that U.S. agri-
culture would be adversely, affected by the Kyoto
Protocol, stands in sharp contrast with the May 1999
report by the U.S. Department of Agriculture
(USDA), which finds that the Kyoto Protocol would
have “relatively modest” impacts on U.S. agriculture.
The USDA report is seriously flawed for two reasons,
according to a recent analysis by Mr. Francl. First, the
USDA report relies on the unrealistic assumptions
about the impact of the Kyoto Protocol on energy
prices contained in the Administration’s 1998 CEA
analysis. Second, the USDA report makes the heroic
assumption that U.S. farmers will have unrestricted
access to carbon credit trading.

FLAWS IN THE CLINTON ADMINISTRATION
CEA ANALYSIS

The Clinton Administration Council of Economic
Adbvisers’ July 1998 economic analysis of the impact of
reducing carbon emissions to 7 percent below 1990
levels, mentioned earlier, is seriously flawed for three
reasons.

First, CEA cost estimates assume full global trading
in tradable emission permits (including trading with
China and India). Most top climate policy experts con-
clude that this assumption is extremely unrealistic,
because the Protocol does not require developing
nations—who will be responsible for most of the growth
in future carbon emissions—to reduce their emissions,
and many have stated that they will not do so.

Second, the CEA’s cost estimates assume that an
international carbon emissions trading system can be
developed and operating by 2008-2012. This assump-
tion is unrealistic, according to analysis by

Massachusetts Institute of Technology’s Professor A.
Denny Ellerman.

Third, the cost estimates are based on the Second
Generation Model (SGM) developed by Battelle
Memorial Institute. The SGM appears to assume cost-
less, instantaneous adjustments in all markets; the
model is not appropriate for analyzing the Protocol’s
near-term economic impacts, according to CRA’s Dr.
Montgomery. As Massachusetts Institute of
Technology Professor Henry Jacoby observes, there are
no short-term technical changes that would signifi-
cantly lower U.S. carbon emissions.

Finally, a former Clinton Administration official
acknowledged that the CEA estimates understated the
cost of the Kyoto Protocol by a factor of ten in a USA
Today article (June 12, 2001).

EUROPEAN UNION UNABLE TO
MEET TARGETS

Even though several EU members continue to sup-
port ratification of the Kyoto Protocol, a number of
recent studies document that the EU will not be able
to achieve its Kyoto CO, emission reduction targets by
2008-2012 (see Figure 5). These studies include:

B European Commission, “Towards a European Strat-
egy for the Security of Energy Supply” (November
28, 2000). The EU’s own report shows that their
CO; emissions will be 15 percent above their Kyoto
target by 2010, rising to almost 20 percent above by
2020. While stressing the need to reduce CO; emis-
sions, the EU report cautions that climate change
policy should not be allowed to “endanger econom-
ic development.”

M The Pew Center on Global Climate Change, “The
European Union & Global Climate Change” (June
2000). In an analysis of five major EU member
states (Germany, United Kingdom, Netherlands,
Austria, and Spain) responsible for 60 percent of
CO, emissions in 1990, Pew concludes that only
the United Kingdom has a good chance of meeting
its targets and Germany will find it “difficult.” The
other three countries are “not on track”; emissions
in the Netherlands currently exceed 1990 levels by
17 percent; Austria has no plans in place to meet its
target; and Spain is already close to reaching its
allowed growth in CO; emissions (a concession to
its relative poverty), meaning that Spain is likely to
be well above its emission target by 2010.
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to Recent Studies

Figure 5 European Union CO, Emissions in 2010
Compared to the Kyoto Target, According

meet its targets. Emissions would need to
fall by 15 percent to 30 percent, which
would constrain economic growth in
politically unacceptable terms.

25%

Percent above target

ABARE ElA EU MIT

found at the end of this report.

Source: Figure compiled by Margo Thoming, Ph.D., ACCF Center for Policy
Research, Washington, D.C., www.accf.org. Data source references can be

While a new European Commission
report from the European Climate
Change Programme (June 2001) analyzed
measures affecting all sectors of their
economy and concluded that “the poten-
tial of cost-effective options is twice the
size of the EU’s required emission reduc-
tions,” the EU’s new report is flawed for
several reasons, including:

M “Cost-effective” is defined as policies
that cost no more than 20 euros per
metric ton of avoided CO; emissions,
or $62 per metric ton of carbon in
U.S. dollars. Most experts consider
$62 per metric ton of carbon “expen-
sive.” (Some of the suggested policies
cost up to $312 per metric ton of car-

WEFA

M MIT Joint Program on the Science and Policy of
Global Change, “Carbon Emissions and the Kyoto
Commitment in the European Union” (February
2001). According to the results of the MIT Emis-
sions Prediction and Policy Analysis model, CO,
emissions in the EU will rise by 14 percent above
the 1990 levels in 2010 instead of decreasing by 8
percent as required by the Kyoto Protocol.

M The Australian Bureau of Agricultural and Resource
Economics, “Climate Change Policy and the Euro-
pean Union” (September 2000). ABARE's report
concludes CO, emissions in the EU will increase by
an average of 0.3 percent per year from 1990 to 2010
unless stringent new measures are undertaken. (In
other words, emissions will rise by about 10 percent
rather than fall to 8 percent below 1990 levels).

M U.S. Department of Energy, Energy Information
Administration, International Energy Outlook
(March 2001). The EIA analysis predicts that by
2010, emissions in Western Europe will be almost
25 percent higher than they were in 1990, falling
far short of their Kyoto targets.

M WEFA, “The Kyoto Protocol: Can Annex B Coun-
tries Meet Their Commitments?” (October 1999).
WEFA surveys five other government reports,
including an EU study (as well as its own analysis),
and concludes that Western Europe is unlikely to

bon to put in place.)

M The policy yielding the largest impact affects build-
ings. The costs of these policies was calculated with
a very low discount rate (4 percent), a rate of return
that no private investor would accept.

Thus, the new EU study is actually a “wish list” of
policies the environmental ministry “wishes” that busi-
nesses and households would adopt, but that are not
likely to be undertaken voluntarily because of their
high costs.

SCIENCE OF CLIMATE CHANGE NEEDS TO
BE BETTER UNDERSTOOD

Despite the United States’ intensive investment in
climate change science over the past decade, numerous
gaps remain in our understanding of climate change.
The National Academy of Sciences’ National Research
Council identified critical uncertainties about the sci-
ence of climate change in its white paper, Climate
Change Science: An Analysis of Some Key Questions:

M Conflict between global atmospheric and “surface”
temperature measurements (see Figure 6);

B Uncertainty about how much carbon is sequestered
by oceans and terrestrial sinks and how much
remains in the atmosphere;
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B Uncertainty about feedbacks in the
climate system that determine the

Figure 6 Surface vs. Satellite Global Temperatures

magnitude and rate of temperature
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allies embark on a path as nonproductive
as that of the Kyoto Protocol. (For more
detail, please see the Appendix to this testimony.)

GREENHOUSE GAS EMISSION TARGETS
PREMATURE AND UNJUSTIFIED

According to scholars such as Brookings Institution
economist Dr. Robert Crandall, setting targets and
timetables for U.S. greenhouse gas emissions is prema-
ture. He bases this conclusion on:

M The uncertainty about whether or the extent to
which global warming is occurring (see Figure 6);
new data from climatologist and U.N. Intergovern-
mental Panel on Climate Change author Professor
John Christy of the University of Alabama demon-
strates that while surface-based measures show
warming, satellite data shows little warming; and

M The high cost of foregone investment if the United
States sacrifices badly needed economic growth to
reduce emissions.

In a 1999 report, Dr. Crandall observes that the
economic estimates of the costs and benefits of reduc-
ing emissions to 1990 levels that are in the literature

ately with any policy of abatement. For example, as an
analysis by Brookings Institution fellows Drs. Warwick
McKibben and Peter Wilcoxen points out, the esti-
mates of the costs of capping emissions at 1990 levels
generally range from 1 to 2 percent of GDP per year,

are not particularly supportive of going ahead immedi- -

while the benefits, estimated at most to be 1.3 percent
of GDP, will not arise for at least 30 to 50 years. Dr.
Crandall notes that “Every dollar dedicated to green-
house gas abatement today could be invested to grow
into $150 in the next 50 years at a 10 percent social
rate of return, even at a puny 5 percent annual return,
each dollar would grow into $12 in 50 years. Therefore,
we need to be sure that the prospective benefits, when
realized, are at least 12 to 150 times the current cost of
securing them. Otherwise, we should simply not act,
but use our scarce resources in other ways.” Moreover,
the climate models generally forecast that it would
require far greater reductions than a return to 1990
emissions to stabilize the climate. Dr. Crandall con-
cludes, “We cannot justify a return to 1990 emissions
based on the average estimates in the literature, no
matter how efficiently it is done.”

It is clear that the marginal costs of abatement in
low-income societies such as China and India are sub-
stantially below those in developing countries, Dr.
Crandall notes. Economists envision a marketable per-

_mits program as being global in scope. The United

States, France, Japan, and Germany, for example,
would buy permits from China, India, or Bangladesh.
The latter would, in turn, reduce their CO; or other
greenhouse gas emissions by this amount over the lev-
els that would have occurred without the permits poli-
cy in all future years. The difficulties involved in such
a future program would be immense: measuring emis-
sions from millions of sources from motor scooters to
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bovine animals; forecasting emission levels for the Table 1 Int tional C R fth
uncontrolled scenario; and, finally, enforcing the able pn ematl?',nla ofanﬁflipn % te |
reductions from these myriad sources. If enforcing Eres.en at ue of Foflution Lonfro
nuclear nonproliferation treaties is difficult, Aqumen t of cost
enforcing a global greenhouse gases trading pro- S a percent of cos
gram would be incomparably more complicated. Wastewater  Wastewat
Yale University Professor William D. Nordhaus Tmntr Tmr Scrubbers
has also analyzed the costs and benefits of CO, for for Pulp Used in
emission limits. Dr. Nordhaus’ research shows that P?;‘:m“inl ;ndiPaper Elgfmtclty
the costs of even an efficiently designed emission uction quipment ants
reduction program excec.ad the value of environ- United States
mental benefits by a ratio of 7 to 1 and that the 1985 Law 100.1 1001 89.7
United States would bear almost two-thirds of the MACRS!' ) ) '
global cost. 85.2 80.8 54.5
Targets and timetables for emission reductions AMT 83.0 78.0 54.5
would also tend to discourage businesses and | Brazll 74.7 747 794
households from investing now in new equipment | Canada 85.3 85.3 85.3
and processes that would reduce greenhouse gas | Germany 71.8 69.7 68.9
emissions. This unfortunate result stems from the Japan 84.6 83.7 82.4
fact that tax depreciation schedules for many types | Korea 95.2 93.9 92.2
of investments that could reduce CO; emissions (W/3% ITC)
are very slow. Slow capital cost recovery means Singapore 91.7 91.7 91.7
that investments that are deemed “risky” because | Taiwan 147.0 147.0 147.0
of 1;1055(;]1316 future enflssmn caps face a much hlgh- Notes: 1. MACRS = Modified Accelerated Cost Recovery System
er hurdle rate to gain acceptance than would an (current law) for regular taxpayers included in TRA '86.
investment whose cost could be recouped immedi- 2. AMT = Altemative minimum tax (current law, Taxpayer
ately through expensing (first-year write-off). The Relief Act of 1997).
prospect of emission constraints l'n the futur'e will Source: Stephen R. Corrick and Gerald M. Godshaw, “AMT
tend to retard the very type of capital expenditures Depreciation: How Bad Is Bad?” in Economic Effects of the
that many believe would facilitate emission reduc- Corporate Alternative Minimum Tax (Washington, D.C.: American
tions w1thout Curtailing economic growth. Counc1l for Capltal Formation Center for POliCY Research,
September 1991); and unpublished data incorporating the AMT
provisions of OBRA 1993. Updated by Arthur Andersen LLP,
TAX POLICY FOR VOLUNTARY ACTION Office of Federal Tax Services, Washington, D.C., January, 1998.

Current U.S. tax policy treats capital forma-
tion—including investments that increase energy effi-
ciency and reduce pollution—harshly compared with
other industrialized countries and with our own recent
past. For example, before the 1986 Tax Reform Act
(TRA ’86), the United States had one of the best cap-
ital cost-recovery systems in the world.

Under the strongly pro-investment tax regime in
effect during 1981-85, the present value of cost-recov-
ery allowances for wastewater treatment facilities used
in pulp and paper production was about 100 percent
(meaning that the deductions were the equivalent of
an immediate write-off of the entire cost of the equip-
ment), according to an analysis by Arthur Andersen
LLP (see Table 1).

Under TRA 86, the present value for wastewater
treatment facilities fell to 81 percent for pulp and

paper, dropping the U.S. capital cost recovery system
to near the bottom ranking of an eight-country inter-
national survey. Allowances for scrubbers used in the
production of electricity were 90 percent before TRA
’86; the present value fell to 55 percent after TRA 86,
ranking the United States at the bottom of the survey.
As is true in the case of productive equipment, both
the loss of the investment tax credit and the lengthen-
ing of depreciable lives enacted in TRA ’86 raised
effective tax rates on new investment in pollution-
control and energy-efficient equipment. Slower capital
cost recovery means that equipment embodying new
technology and energy efficiency will not be put in
place as rapidly as it would be under a more-favorable
tax code. A variety of tax incentives such as expensing,
accelerated depreciation, tax-exempt bond financing,
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or more-generous loss carrybacks that reduce the cost
of capital for voluntary efforts to reduce greenhouse gas
emissions, such as those included in S. 1777, the
Climate Change Tax Amendment introduced in the
106th Congress by Senator Larry Craig (R-ID), would
be more eff- ctive than the “credit for early action” reg-
ulatory framework proposal or the multi-pollutant
approach proposed by some in Congress.

CONCLUSIONS: A PARTNERSHIP BETWEEN
TAX POLICY AND TECHNOLOGICAL
INNOVATION

If, as knowledge of the climate system increases,
policy changes to reduce carbon emissions become
necessary, these changes should be implemented in a
way that minimizes damage to the U.S. economy.
Above all, experts agree that voluntary measures clear-
ly and cost-effectively reduce the growth in greenhouse
gas emissions, as the U.S. Second National
Communication to the Framework Convention on
Climate Change noted in 1997.

A U.S. strategy for reducing CO, emissions and
providing energy security should include:

M Fix the U.S. Tax Code: Providing expensing (first-

year write-off) or faster depreciation for new invest-
ments that reduce CO, can reduce the cost of
capital by 20-30 percent.

B Expand Nuclear Energy: Nuclear power expansion
has a vital role to play in managing CO, emissions
while strengthening U.S. energy security.

M Expand Bilateral Cooperation With Developing
Countries: Promoting the use of existing and
emerging technology in developing countries for
clean coal, natural gas, and hydro electricity pro-
duction could substantially slow the growth of glob-
al CO; emissions.

M Expand Incentives for use of landfill methane and
biomass including ethanol from cellulose. The EIA’s
April 2000 Climate Change Technology Initiative
report shows that these programs are the most effi-
cient use of tax incentives to reduce CO, emissions.

M Implement Multi-Year Plan for Improvement of
Coal Technology: In the short term, focus on new
clean coal technology, co-firing with biomass, and
coal to gas; in the long term, institute a capture tar-
get of 50 percent (converts coal emissions to the
equivalent of natural gas).

B Remove Regulatory Barriers: New Source Review
is impeding the retrofitting and expansion of U.S.

electricity generating, refining, and manufacturing
capacity and making it more difficult to put in place
the kinds of changes that would reduce CO; for
each unit produced.

B Avoid Caps on CO, Emissions by U.S. industry.
Such a policy will have a negative impact on the
willingness of industry to invest here in the United
States in the new technologies because of the con-
cern that “voluntary” emission cuts will become
mandatory. Allowing industry to recover its costs
faster will spur the kind of investments that reduce
CO, and expand output of energy as well as other
products and services.

B Avoid Setting Targets for Global CO, Concentra-
tions in the range of 550 ppm in the next 75-100
years. Such targets would require the developed
countries’ CO, emissions to fall to zero by about
2050 and would likely severely constrain U.S. eco-
nomic growth. Models which show that their tar-
gets can be achieved at low cost, such as the Second
Generation Model used by Jae Edmonds at Battelle
Memorial Institute, are seriously flawed. The SGM
model assumes costless, instantaneous adjustments
in all markets and does not specify how the new
technology required to move off carbon-based fuels
is to be developed.

The consensus of the noted climate policy scholars
whose work is discussed in this report is clear. Given
the need to maintain strong U.S. economic growth to
address such challenges as a growing population, the
retirement of the baby boom generation, and a persis-
tent trade deficit, policymakers need to weigh careful-
ly the Kyoto Protocol’s negative economic impacts and
its failure to engage developing nations in full partici-
pation. Adopting a thoughtfully timed climate change
policy—based on accurate science, improved climate
models, global participation, tax incentives to acceler-
ate investment in energy efficiency and sequestration,
and new technology—is essential, both to U.S. and
global economic growth and to eventual stabilization
of the carbon concentration in the atmosphere, if
growing scientific understanding indicates such a poli-
cy is needed.
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APPENDIX: KEY GAPS IN THE SCIENCE OF
CLIMATE CHANGE

Despite the United States’ intensive investment in
climate change science over the past decade, numerous
gaps remain in our understanding of climate change.
The National Academy of Sciences’ National Research
Council identified in its June 2001 white paper, Climate
Change Science: An Analysis of Some Key, critical uncer-
tainties about the science of climate change.

The National Research Council paper goes on to
identify a range of specific areas of scientific uncer-
tainty that require additional study and research.
These gaps include (page references are from the
source document):

M Conflict exists between global atmospheric and
“surface” temperature measurements:

“Although warming at the Earth’s surface has been
quite pronounced during the past few decades, satellite
measurements beginning in 1979 indicate relatively
little warming of air temperature in the troposphere
[see Figure 6 in this testimony]. ... The finding that
surface and troposphere temperature trends have been
as different as observed over intervals as long as a
decade or two is difficult to reconcile with our current
understanding of the processes that control the vertical
distribution of temperature in the atmosphere.” (p. 17)

M How much carbon is sequestered by oceans and
terrestrial sinks and how much remains in the
atmosphere are uncertain:

“How land contributes, by location and processes,
to exchanges of carbon with the atmosphere is still
highly uncertain...” (p. 11)

“These estimates [of future carbon dioxide climate
forcings] ... are only approximate because of uncer-
tainty about how efficiently the ocean and terrestrial
biosphere will sequester atmospheric CO,.” (p. 13)

“How much of the carbon from future use of fossil
fuels will be seen as increases in carbon dioxide in the
atmosphere will depend on what fractions are taken up
by land and by the oceans. The exchanges with land
occur on various time scales, out to centuries for soil
decomposition in high latitudes, and they are sensitive
to climate change. Their projection into the future is
highly problematic.” (p. 18)

M The feedbacks in the climate system that deter-
mine the magnitude and rate of temperature
increases are uncertain:

“Because there is considerable uncertainty in cur-
rent understanding of how the climate system varies
naturally and reacts to emissions of greenhouse gases
and aerosols, current estimates of the magnitude of
future warming should be regarded as tentative and
subject to future adjustments (either upward or down-
ward).” (p. 1)

“Much of the difference in predictions of global
warming by various climate models is attributable to
the fact that each model represents these [feedback]
processes in its own particular way. These uncertainties
will remain until a more fundamental understanding of
the processes that control atmospheric relative humid-
ity and clouds is achieved.” (p. 4)

“The warming that has been estimated to have
occurred in response to the buildup of greenhouse gases
in the atmosphere is somewhat greater than the
observed warming.” (p. 17)

M The direct and indirect effects of aerosols are
uncertains

“The greatest uncertainty about the aerosol climate
forcing—indeed, the largest of all the uncertainties
about global climate forcings—is probably the indirect
effect of aerosols on clouds.” (p. 14)

“The great uncertainty about this indirect aerosol
climate forcing presents a severe handicap both for the
interpretation of past climate change and for future
assessments of climate changes.” (p. 14)

“Climate forcing by anthropogenic aerosols is a
large source of uncertainty about future climate
change.” (p. 13)

“Because of the scientific uncertainties associated
with the sources and composition of carbonaceous
aerosols, projections of future impacts on climate are
difficult.” (p. 12)

“The conclusion is that the black carbon aerosol
forcing is uncertain but may be substantial. Thus there
is the possibility that decreasing black carbon emis-
sions in the future could have a cooling effect that
would at least partially compensate for the warming
that might be caused by a decrease in sulfates.” (p. 13)
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M The details and impacts of regional climate change
resulting from global climate change are uncertain:

“On the regional scale and in the longer term, there
is much more uncertainty” with respect to effects on
agriculture and forestry. (p. 19)

“The Northern Hemisphere as a whole experienced
a slight cooling from 194675, and the cooling during
that period was quite marked over the eastern United
States. The cause of this hiatus in the warming is still
under debate.” (p. 16)

“Health outcomes in response to climate change are
the subject of intense debate. ... The understanding of
the relationships between weather/climate and human
health is in its infancy and therefore the health conse-
quences of climate change are poorly understood. The
costs, benefits, and availability of resources for adapta-
tion are also uncertain.” (p. 20)

“Changes in storm frequency and intensity are one
of the more uncertain elements of future climate
change prediction.” (p. 20)

B The nature and causes of the natural variability of
climate, including the sun, and its interactions
with forced changes are uncertain:

“Because of the large and still uncertain level of
natural variability inherent in the climate record and
the uncertainties in the time histories of the various
forcing agents (and particularly aerosols), a causal link-
age between the buildup of greenhouse gases in the
atmosphere and the observed climate changes during
the 20th century cannot be unequivocally established.”
(p. 17)

The value of indirect effect of ozone changes
induced by solar ultraviolet irradiance variations
“remains highly uncertain.” (p. 14)

M The emissions and usage of fossil fuels and the
future emissions of methane are uncertain:

“The increase of global fossil fuel CO, emissions in
the past decade, averaging 0.6 percent per year, has
fallen below the IPCC scenarios. The growth of atmos-
pheric CH, has fallen well below the IPCC scenarios.”
(p- 19)

“With a better understanding of the sources and
sinks of methane, it may be possible to encourage prac-
tices ... that lead to a decrease in atmospheric methane
and significantly reduce future climate change.” (p. 13)

“There is no definitive scientific basis for choosing
among several possible explanations for these varia-
tions in the rates of change of global methane contri-
butions, making it very difficult to predict its future
atmospheric concentrations.” (p. 11)

In response to these gaps in our knowledge, the NRC
paper also recommends “research that couples physical,
chemical biological and human systems; an improved
capability of integrating scientific knowledge, including
its uncertainty, into effective decision support systems,
and an ability to conduct research at the regional or sec-
toral level that promotes analysis of the response of
human and natural systems to multiple stresses.”

The NRC study also indicates that to advance the
understanding of climate change, it will be necessary to
have “a global observing system in support of long term
climate monitoring and prediction [and] concentration
on large-scale modeling through increased, dedicated
supercomputing and human resources.” In addition to
the recent NRC paper, the U.S. Global Change
Research Program has updated its 10-year plan and sub-
mitted it to the National Research Council (NRC) for
review. High priority areas for further research are.iden-
tified in numerous recent reports and documents, such as:

M “Global Environmental Change: Research Path-
ways for the Next Decade” (NRC, 1998);

B “Capacity of U.S. Climate Modeling to Support
Climate Change Assessment Activities” (NRC,
1998); and

B “Adequacy of Climate Observing Systems” (NRC,
1999).
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1 % New York University
* | A private university in the public service

School of Law
Centet on Environmental and Land Use Law

40 Washington Square South, Room 411
New York, NY 10012-1099
Telephone: (212) 9586216
Fax: (212) 995-4530
e-mail: stewartr@juris.law.nyu.edu

Richard B. Stewart

Emily Kempin Professor of Law
Director, Cenrer on Envirommenzal
and Land Use Law

July 10, 2001

By Fax: (202) 456-2710

The Honorable James Connaughton
Chair, Council on Environmetnal Quality
The White House

1600 Pennsylvania Ave, NW
Washington, DC 20500

Dear Jim,

Attached is an essay that will shortly be posted on the ABI-Brookings website. Jonathan
and I are doing a much longer version that should b done in a few weeks. 1had a good talk
yesterday with David Victor on hybrid flexibility caps. I'd be pleased to discuss any of this
with you.

Hope all is going well. Iknow it’s exciting!

Best regards,

-
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Reconstructing Climate Policy:
What the US Should Do Now

Richard B. Stewart (New York University) and Jonathan B. Wiener (Duke University)

After the impasse over the climate change treaty negotiations at The Hague in late 2000, and the
Bush Administration's recent repudiation of the Kyoto Protocol, where now? What should the
US govemment, and the world, do next? '

When the Bush-Cheney Administration anmounced that it would not pursue Kyoto, it was loudly
killing a treaty that was already in terminal condition. By late 2000 it was evident that the US
could not achieve its Kyoto Protocol limitations on greenhouse gas (GHG) emissions
domestically without unacceptable cost, nor could most other industrialized countrics. Bush fook
the heat for the Clinton-Gore Administration's signing of Kyoto in 1997 without getting
agreement on the means of compliance, especially emissions trading and sinks, or on developing
country participation. The Senate had voted 95-0 to reject that approach.

Now that the bubble has been burst, the challenge is to start constructing a new, more successful
international climate regime. US policy should be guided by a fandamental point: getting the
institutional design right for the long run is far more important than either rushing ahead with
hasty symbolic commitments or stonewalling to seem strong. Once adopted, the institutional
design may be very difficult to revise; there will be high costs of undoing early mistakes.

The US Cannot Afford Climate Isolationism

As the Bush Administration has acknowledged, the US cannot afford to ignore climate issues, do
nothing about GHG emissions, and sit on the sidelines while other countries design a global
regime that the US will later wish it had helped shape.

In addition to the environmental risks of climate change, climate policy is a global economic
issue in which the US has major strategic interests, Many US firms have the technology and
know-how to achieve GHG limitations and help run emissions trading markets. Flexible global
institutional design will be of tremendous cost-saving importance to the US in implementing,
sooper or later, domestic GHG limitations. These opportunities are likely to be sharply restricted
if the US fails to remain a credible international player and thereby cannot counter efforts by the
EU and others to restrict or kill flexibility. And if the US fails to address seriously the climate
policy interests of other important nations, it is likely to engender widespread resentment and
suspicion that will make it more difficult to engage their cooperation on trade, security, and other
US priority issues,

Prudent Investment in Climate Insurance is Warranted
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Investment in initial steps to limit GHG emissions growth is prudent insurance against the risks
of climate change. A National Academy of Sciences panel, convened this spring at the request of
the White House, confirmed that rising GHG emissions due to human activities are already
causing the earth's atmosphere to warm and that the rate and extent of warming will increase
significantly over this century. Recent studies indicate that some initial warming and CO2
fertilization may help agriculture in some areas (including the OECD, Russia and China), but
will have adverse impacts in poorer areas; and that the impacts of greater warming will become
adverse worldwide over time, inclnding losses of 1 to 2% in OECD countries and 4 to 9% in
Russia and most developing countries (except China). There is also the possibility of catastrophic
changes in ocean currents or other critical natural systems.

While uncertainties remain, the risks of climate change are sufficiently serious to justify a
reasonable investment in insurance, at least against very rapid or large changes. Effective
climate insurance will require R&D on low-GHG technologies and steps to correct market and
policy failures that blunt firms’ incentives to conserve energy and reduce GHG emissions, but
also some regulatory limits on GHG emissions. The essential problem is that the global
atmosphere is being treated as an open-access resource. With no constraints on its use as a
disposal site for GHG emissions, the atmosphere is being overused in a classic "tragedy of the
commons."

d Repulatory Design Can Make the Costs of Climate easonable

Taking the first steps toward a low-GHG economy will not be a free lunch. But as we reconstruct
climate policy, these costs can be reduced dramatically by intelligent regulatory design.

First, regulatory limitations on GHG emissions should be phased in, quite modest at first and
then building over time if new evidence indicates that continued investment in insurance against
climate risks is justified. This strategy accords with the GHG stock/flow relationship, the fact
that it will be less costly to achieve limitations in the future with the benefit of new technologies
and turnover of the capital stock, and the gains from incurring costs later rather than sooner.

Second, emissions limitations should be achieved by use of market-based regulatory instruments
that foster cost-saving and innovation-enhancing flexibility. Such flexibility can best be
achieved through (i) the comprehensive approach, including all major GHGs, sources, and sinks;
(ii) emissions trading; and (iii) setting targets for cumulative emissions over several years.

Because there is so much variety in GHG limitation opportunities across gases and sectors, the
comprehensive approach would reduce costs by about 60% compared to regulating CO; alone.
The comprehensive approach is also environmentally necessary to prevent perverse shifts in
emissions from regulated gases (such as CO2) and sectors to unregulated ones (such as CH4).
Criticisms of the comprehensive approach as too complex and difficult to implement and are
misplaced. Simplified, conservative default rules can be adopted to deal with cross-gas
compatison indices and difficult-to-measure GHGs such as agricultural CH4 and CO2 sinks;
these rules can be revised as measurements improve.

2
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And because of varied abatement opportunities across countries, studies indicate that
international emissions trading would reduce costs by about 75% compared to wholly domestic
CO2 emissions limitations.

While internationally coordinated GHG taxes could in theory provide similar efficiencies,
countries are unlikely to surrender control of taxing powers. And compliance would be hard to
police because countries could find many ways to cushion the domestic impact of taxes.
Moreover, taxes cannot provide the necessary side payments (transfers of capital and
technology) to attract participation by major emitting countries (such as Russia and China) who
otherwise perceive no net national benefit to climate protection. Direct side payments to engage
participation would undercut the incentive effect of emissions taxes. Emissions trading can solve
this problem by maintaining a cap on total emissions while assigning extra allowances --
"headroom,” not "hot air" -- to attract participation.

Kyoto's Successes and Failures

Kyoto's basic regulatory design -- a comprehensive approach, a cap and trade system, and multi-
year commitment periods -- was sound; it promotes flexibility and cost-effectiveness. (These
ideas have been US policy across administrations since at least 1989.) The cost of meeting the
Kyoto targets through wholly domestic measures to reduce CO2 emissions has been estimated at
1 to 4% of GDP in the US and other industrialized countries. With the 60% savings from the
corprehensive approach and the 75% savings from international emissions trading, the
combined cost savings could be 90% compared to 2 CO2-only policy with national caps and no
trading. A phased-in emissions limitations pathway would make the costs even more reasonable.

But Kyoto’s negotiators made two major design mistakes that a reconstructed climate policy
must overcome. First, they adopted quantitative emissions limitations without agreement on the
ground rules for measuring reductions of GHG sources, enhancement of GHG sinks, and
emissions trading. The treaty accordingly failed to assure the most cost-effective means for
achieving targets, and gave running room to those who oppose the comprehensive approach and
emissions trading out of ideology or economic self-interest, who have sought to restrict
flexibility and castigate its advocates.

The second basic design flaw in Kyoto was its failure to face squarely the issue of developing
country participation. The complete omission of any developing country obligations, now or in
the future, is contrary to the approach taken in prior global environmental treaties and to the
principle of "common but differentiated" responsibility in the FCCC. A sound global climate
regime must involve limitations obligations by all nations with significant sources and sinks, in
order to ensure that the climate is actually protected; that the lowest-cost abatement opportunities
can be tapped worldwide; that free-riding on limitations efforts by others is deterred; and that
cross-border "leakage" of emissions is constrained, Thus the regime must attract developing
country participation, through side payments and demonstration that industrialized countries are
undertaking the major burden of emissions limitations.

3
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Reconstructing Climate Policy

The Bush administration should lead a reconstruction effort in order to build a better institutional
design for climate policy. These efforts should proceed simultaneously at the international and
national levels, in two linked stages.

An International Climate Regime.

The First Stage — which could be adopted within a year -- would be an agreement among all
industrialized countries and any interested developing countries to make pledges to limit
cumulative net GHG emissions over ten years (say, 2005-2015), with a five year interim goal,
progress reporting, and review provisions. There would be full scope for use of the
comprehensive approach and international emissions trading and credit projects to meet pledges.
Groups of countries could choose to make such goals legally binding through bilateral or
multilateral agreements.

The Second Stage agreement would contain binding cumulative net emissions limitations for an
initial commitment period (say, 8-10 years), based on agreed ground rules on comprehensiveness
and flexibility mechanisms (including sinks and emissions trading) and on compliance assurance
measures. The circumstance that no limitations commitments could be made until
implementation and compliance matters were resolved would provide a strong impetus for
prompt resolution of those matters. Aggregate emissions limits would be set at levels for which
the costs (given flexibility mechanisms) would be reasonable in light of the expected benefits.
The agreement could accord credit against these new targets for reductions achieved in
accordance with First Stage pledges

This Second Stage would provide several “windows” for inclusion of developing countries,
including: :

e Clarifying and streamlining the CDM on market-based lines and structuring it to
encourage sector-wide approaches. The CDM could also include bilateral sector-
based technology transfer and assistance/credit arrangements between industrialized
and developing countries.

e Inviting voluntary national participation in emissions trading, including on a sector-
based approach that would permit participation at scale without overall national caps.

 Providing principles for the voluntary accession of developing countries to a global
cap and trade system, with assignment of "headroom" allowances.

e Agreeing on principles of eventual automatic participation ("graduation”) by
developing countries in the global cap and trade system, once each country reaches
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) pre-agreed levels of per capita income, with appropriate allocations of headroom
' allowances.

A Domestic Climate Policy.

A two-stage process for domestic US meastzes would proceed in tandem with the two stages at
the international level, The Second Stage would include domestic limitations adopted in
conjunction with the interational limitations outlined above; an eventual commitment to
domestic limitations is essential for the credibility of the US and its ability to promote 2 sound
global climate regime.

The US domestic First Stage would jump start voluntary domestic emissions limitations and
domestic and international emissions trading, using the power of information and the prospect of
second-stage regulation to provide incentives for early limitations efforts. A White House
Climate Policy Office would develop a National Climate Protection Plan for imiting net US
GHG emissions, with quantitative goals and timetables; a national Climate Protection Scorecard
would monitor and report progress. The plan would form the basis for the US pledge under the
international First Stage, above. The government would establish comprehensive GHG emissions
monitoring, record Keeping, and reporting protocols and procedures for domestic sources and
sinks and for projects abroad financed by US sources. It would phase in mandatory monitoring
and reporting by domestic sources to create a GHG Release Inventory.

The President would be authorized to contract with business and other private entities to achieve
reductions in net GHG emissions relative to specified baselines, in return for certified reduction
credits that could be applied against future emissions limitation regulations. Appropriate
flexibility in existing US environmental regulations would be provided to participating sources.
Credits would be accorded to actions taken outside as well as within the US. Credits could be
traded domestically and internationally. Credits or allowances issued by other countries could be
recognized in the US under mutual recognition arrangements.

The US domestic Second Stage program, building on the experience gained in the First Stage,
would adopt domestic regulatory net emissions limitations, with primary reliance on cap and
trade using a comprehensive approach to all GHGs. Caps would be set as cumulative limits for a
substantial period (¢.g., 8-10 years), Regulation could be phased in by sector, with opportunities
for other sources to opt in (as in the US SO2 trading program), and purchase of external credits
by covered sources, both from domestic and international sellers. The system might include a
hybrid trading/fee system under which sources with excess emissions would be required to
purchase extra allowances from the government at a pre-set price, with revenues dedicated to
abatement. '

Conclusion

The phased approach proposed herein may seem too aggressive for same and too timid for
others. To those who find our program too aggressive, especially US skeptics of Kyoto, we make .

5
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| two basic points. First, the climate change risks are serious enough to warrant prudent initial
investment in climate insurance; our program provides such insurance at costs that are
reasonable and justified. Second, important US economic and strategic as well as environmental
interests require that it be a credible, effective player in the development of international climate
policy; our program would assure protection of these interests.

To those, both at home and abroad, who view our proposal as unduly timid, we emphasize the
need for prudence and realism. It would disserve the integrity of the interational regime for the -
US (or the EU, Japan, or others) to sign on to commitments in a global pact that it is unable to
deliver. A climate treaty that makes grand prormises but does little to slow global warming at
high cost will not only be a climate policy failure but will also undermine the case for other
needed intemnational environmental protection regimes in the future.

The fundamental lesson of Kyoto should not be stalemate over symbolic politics. It should be to
invest in getting the institutional design right — comprehensiveness, emissions trading, phased-in
limitation pathways, and global participation -- before pressing ahead with specific targets.
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Richard B. Stewart
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The Honorable James Connaughton
Chair, Council on Environmenta] Quality
The White House .

1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear Jim,

which would be valuable for a]l concerned.

On a related note, Jonathan and I are Tevising our earlier “Whither Kyoto” paper,
which had not yet been published by AEV/Brookings, take into account the post-Bonn
situation and prospects for US. I would love to have a few minutes of your time to
discuss possible avenues for constructive cugagement with emissions trading which

All best wishes,

» 001493 Dele
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U.S. VOLUNTARY CARBON TRADING MARKET EMERGING
25 Leaders from Energy, Industrial, Farm and Forest Sectors to Design
New Chicago Climate Exchange™

Voluntary trading of greenhouse gas credits could help address climate change,
according to the results of a study announced today by Chicago-based Environmental
Financial Products. A diverse group of major firms has indicated their intent to
patticipate in the design phase of a voluntary pilot trading market, the Chicago Climate
Exchange™. The project is spearheaded by Dr. Richard L. Sandor, who has developed
innovative commodity and epvironmental markets, and was honored by the Chicago
Board of Trade and the City of Chicago for his universal recognition as the “father of
financial futures.”

The study suggests a goal of reducing participants’ greenhouse gas emissions,
including carbon dioxide, by 5% below 1999 levels over 5 years. Such emissions are
widely agreed to cause climate change and possibly global warming. The announcement
comes as the U.S. enters a major debate on energy use and endeavors to develop a ;)o]icy

to reduce carbon dioxide emissions.

The feasibility study for the Chicago Climate Exchange™ was funded by the
Chicago-based Joyce Foundation through a special $347,000 Millennium Initiative grant to
the Kellogg Graduate School of Management at Northwestern University. “Our findings
suggest that a voluntary pilot market, starting in the U.S. Midwest, is feasible and can be
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expanded over time,” said study author Sandor, who is a visiting scholar at the Kellogg
School and CEO of Environmental Financial Products. “The widespread corporate interest '

* in preparing rules and regulations for this voluntary market affinns the private sector's
demand for flexible, market-based mechanisms to address climate change.”

Trading would help cost-effectively reduce greenhouse emissions and offers new
opportunities for environment-based income for farmers, foresters and renewable energy
firms. Twenty-five companies and non-profits have agreed to participate in the market
design phase, including Ford, DuPont, Suncor Energy, STMicroelectronics, Temple-Inland,
International Paper, Alliant Energy, Calpine, Cinergy, NiSource, PG&E National Energy
Group, Wisconsin Energy, ZAPCO, Agriliance asnd GROWMARK. (Complete list is
attached).

A high-level Advisory Board consisting of academic, business, environmental and
public sector leaders was formed with the objective of gathering strategic imput. Its
members include former U.S. Senators and Governors, the Deans of two leading U.S.
business schools, a world-renowned conservation biologist, heads of major financial
exchanges and the former Under-Secretary General of the United Nations, (Short
biographies are provided).

The notion of trading carbon emissions has long been debated, but the proposed
Chicago Climate Exchange™ offers the first test of the concept on a scale that has global
potential. The Midwest is a promising location for starting the market because of its 20%
share of the U.S. economy and greenhouse gas emissions, its mix of manufacturing,
transport, energy, agriculture and iorestry sectors, and its extensive international linkages.
A representative carbon trading market can yield lessoms that may be relevant for
economies worldwide for tlr - - .2t century.

“The Chicago Climate Exchange would represent a major step forward while an

appropriate regulatory framework for greenhouse gases evolves,” said Joyce Foundation
President Paula DiPerna.  “A regional success on a global challenge like climate change
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could be transformational. Because of its variety of economic activities, including its strong
agricultural sector, the Midwest is the perfect place to begin demonstrating the regional-
global interface.” '

As proposed, the Exchange could:
= demonstrate that greenhouse gas trading can achieve real reductions in emissions
across different business sectors;
®  help discover the price of reducing greenhouse gases;
»  develop the standard frameworks for monitoring emissions, determining offsets and
conducting trades needed for a successful market.

How the Market Would Work

The study proposes starting the market in seven Midwest states (Illinois, Indiana,
Towa, Michigan, Minnesota, Ohio and Wisconsin), including emission offset projects in
Brazil, and expanding over time. Participating companies would be issued tradable
emission allowances. Emitting firms would commit to a phased schedule for reducing their
emissions 5% by 2005. They could then either directly cut their emissions, or buy
allowances from companies that have achieved surplus reductions, or buy credits from
agricultural or other offset projects. Potential offset projects include renewable energy
systems, such as wind and solar power, and capture and use of agricultural and landfill
methane. Offsets can also be generated by carbon sequestration projects such as forest
expansion and conservation soil management, which effectively remove carbon dioxide
from the atmosphere.

Benefits for Farmers

The potential benefits that a carbon market can offer farmers was the subject of &

March hearing on Biomass and Environmental Trading before the U.S. Senate
Agriculture Committee, at which Sandor was invited to testify by Committee Chairman
Richard G. iugar (R-Indiana), Three agricultural cooperative groups, as well as IGF
Insurance and the Jowa Farm Bureau Federation have agreed to participate in the design

P.B5/16
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phase of the Chicago Climate Exchange™. “Environmental Trading can be a successful

way of reducing the cost of environmental compliance.” Senator Lugar stated.

“Most of the actions needed to begin reducing the risk of climate change will have
to be undertaken by the private sector, so a market developed by a private association can
be an important part of the overall solution,” said Sandor.

With assets of roughly $900 million, the Joyce Foundation is known for its strategic
public policy grantmaking intended to enhance the quality of life in the Midwest. The
Foundation has been a longtime funder of efforts to protect and enhance the natural
environment of the Great Lakes region. The Foundation's other programs are focused in
Education, Employment, Gun Violence Prevention, Money and Politics, and Culture.

The feasibility study for the Chicago Climate Exchange™ was funded through a
grant to the Kellogg School tB support Dr. Sandor’s work. The grant was one of a sexies of
Joyce Millennium nitiatives begun in 2000, Ranging between $250,000 and $1 million,
the Millennium Imitiatives are “intergenerational” — intended to reinforce and cary
forward landmark achievements of the twentieth century, as well as promote bold, change-
oriented initiatives for the cenfury to come.

“The generation that most benefited from the industrialization that is likely the
cause of climate change has an intergenerational responsibility to address the problem rather
than just passing it on,” said DiPerna.

Senator Joe Licberman (D-Connecticut), added, "Global warming is a real and
present danger. Our Earth is slowly overheating, with potentially dire consequences if we
do not act. Carbon trading is a - .ative and efficient way of moving toward meaningful
reductions in greenhouse gas emissions. [ commend the companies for their willingness to

participate in this cutting edge endeavor."
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Chicago Climate Exchange July 20, 2001
Entities participating in the design phase of the Chicago Climate Exchange™

Agriliance:  Agriliance is 2 parmership of agricultural producer-owners, local
cooperatives and regional cooperatives. Agriliance offers crop nutrients, crop protection
products, seeds, information management, and crop technical services to producers and
ranchers in all 50 states as well as Canada and Mexico. It has sales and marketing offices
in St. Paul, Minn., and Kansas City, Mo. Agriliance, LLC was formed on February 3,
2000, as an agronomy marketing joint venture between Cenex Harvest States
Cooperatives, Farmland Industries, Inc. and Land O'Lakes, Inc.

Alliant Energy: Alliant Energy Corporation is a growing energy-setvice provider with
both domestic and international operations. Headquartered in Madison, Wis., Alliant
Energy provides electric, natural gas, water and steam services to more than two million
customers worldwide. Alliant Energy Resources Inc., the home of the company's non-
regulated businesses, has operations and investments throughout the United States, as
well as Australia, Brazil, China, Mexico and New Zealand.

BF pJl¢. is the holding company of one of the world's largest petroleum and -

petrochemicals groups. BP’s main activities are exploration and praduction of crude oil
and natural gas; refining, marketing, supply and transportation; and manufacturing and
marketing of petrochemicals. BP has a growing activity in gas and power and in solar
power generation. BP has well-established operations in Europe, North and South
America, Australasia and Africa.

Calpine: Headquartered in San Jose, CA, Calpine has an energy portfolio comprised of
50 energy centers, with net ownership capacity of 5,900 megawatts. Located in key
power markets throughout the United States, these centers produce enough energy to
meet the electrical needs of close to six million households. Calpine was ranked 25%
among FORTUNE magazine's 100 fastest growing companies and it was recently ranked
by Business Week as the 3" best performing stock in the S&P 500.

Carr Futures/Crédit Agricole Indosuez: Carr Futures, a subsidiary of Crédit Agricole
Indosuez, is a global institutional brokerage firm headquartered in Chicago. Carr holds
memberships on all major futures and equity markets worldwide, and consistently ranks
among the largest futures brokerage firms in the world.

Cinergy Corp.: Based in Cincinnati, Ohio, Cinergy Corp. is one of the lcadmg
diversified energy companies in the U.S. Its largest operating companjes, The Cincinnati
Gas & Electric Company (Ohio), Union Light, Heat & Power (Kentucky), Lawrenceburg
Gas (Indiana), and PSI Energy, Inc. (Indiana), serve more than 1.5 million electric
customers and 500,000 gas customers located in a 25,000-square-mile service tetritory
encompassing portions of Indiana, Ohio and Kentucky. The interconnections of
Cinergy's Midwestern transmission assets give it access to 37 percent of the total U.S.
energy consumption.

DuPont: DuPont i3 a science company, delivering science-based solutions that make a
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Chicago Climate Exchange . July 20, 2001

difference in people's lives in food and nutrition, health care, apparél home and
construction, electronics, and transportation. Founded in 1802, the company operates in
70 countries and has 93,000 employees.

Exelon Corporation one of the nation's leading providers of energy services, is the new
company formed from the merger of Unicom and PECO Energy. Exelon has an electric
and natural gas distribution customer base of approximately 5 million and is the largest
nuclear operator in the United States with more than 16,500 megawatts of nuclear
capacity. Exelon is a frend seciter in the power marketing, deregulated emergy,
telecommunications and infrastructure services marketplace.

Ford Motor Company: is the world’'s sccond largest automotive company. Its
Automotive operations include: Ford, Mercury and THINK brands; wholly owned
subsidiaries Volvo, Japguar, Aston Martin and Land Rover; Mazda (33 percent
ownership); and Quality Care and -Kwik-Fit. Ford Financial Services, providing
automotive financing and other services, and The Hertz Corporation, providing car rental
services, are the other major components of Ford Motor Company. Ford’s vision is to
become the world’s leading consumer company for automotive products and services.
Ford Motor Company cares about preserving the environment for future generations, and
is dedicated to providing ingenious environmental solutions that will position them as a
leader in the automotive induswy of the 21% century and contribute to a sustainable planet. :

GROWMARK, Inc.: GROWMARK, headquartered in Bloomington, INinois, is a
federated regional cooperative that provides agriculture-related products and services
primarily in Illinois, Iowa, Wisconsin and Ontario, Canada. FS-brand farm supplies and
related services are matketed to farmers in these areas by nearly 100 GROWMARK
member cooperatives. Visit the GROWMARK Web site at www.fssystem.com.,

IGF Insurance Company: IGF Insurance Company is the fifth-largest crop insurance
company. IGF serves farmers in 46 states and maintains cight service offices nationwide.
IGF prides itself in developing niche products for farmers' risk management needs.

Interface, Inc. Interface is a global company, producing in 33 manufacturing sites
located in the United States, Canada, the United Kinpdom, the Netherlands, N, Ireland,
Australia,and Thailand.  Interface produces commmercial broadloom carpet, textiles,
chemicals, architectural products, access flooring systems, and manufactures and sells
more than 40 percent of all the carpet tile used in commercial buildings today. ‘

International Paper: With over 12 million acres of land managed in the United States
alone, International Paper is ore of the world’s largest private landowners. International
IP has significant global busiucsses in paper and paper distribution, packaging and forest
products, including building matenals.

Iowa Farm Bureau Federation: The [owa Farm Bureau is a Federation of 100 county
Farm Bureaus in Jowa. The organization was founded in 1918 and is currently comprised
of more than 154,000 member families throughout the state. Numerous legislative,
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educational and service-to-member programs are provided for the members’ benefit. The
Towa Farm Bureau’s mission is to help farm families prosper and improve their quality of
life. It is an independent, non-governmental, voluntary organization. It is local,
statewide, national and international in its scope and influence and is nonpartisan,
nonséctarian and nonsecret in character.

IT Group, Inc. is a provider of diversified, value-added services in the areas of
consulting, engineering and construction, remediation and facilities management.
Through the Company's diverse group of highly specialized companies, clients can take
advantage of a single, fully integrated delivery system and expertise to meet their global
cnvironmental needs. Its broad range of services includes the identification of
contaminants in soil, air and water and the subsequent design and execution of remedial
solutions.

Manitoba Hydro is 2 major energy utility headquartered in Winnipeg, Manitoba serving
403,000 electric customers throughout Manitoba and 248 000 gas customers in various
communities thronghout southern Manitoba. Vistually all electricity generated by the
provincial Crown Corporation is from self-renewing water power. We are the major
distributor of natural gas in the province. The Corporation's capital assets-in-service at
original cost exceed $8 billion, making it the fourth largest energy utility in Canada.

Mead Corporation a forest products company with $4.4 billion in annual sales, is one of
the leading North American producers of coated paper, coated paperboard and consumer
and office products, a world leader in multiple packaging and specialty paper, and a
producer of high-quality corrugating medium. In management of the company's more
than two million acres of forests, Mead is committed to practicing principled forest
stewardship and using resources in a responsible and sustainable manner. Headquartered
in Dayton, Ohio, Mead has more than 15,100 employees and offices and operations in 32
countries.

Midwest Generation: Headquartered in Chicago, Midwest Generation, a subsidiaty of
Edison Mission Energy, owns 13 electricity generating units in Illinois and Pennsylvania.
With a total generating capacity of over 11,400 megawatts, Midwest Generation can
genetate enough electricity to meet the needs of more than 13 million homes. Midwest
Generation is exclusively in business to sell wholesale power in competitive electricity
markets. The company is currently undertaking a major program to reduce emissions
from its coal-fired plants.

National Council of Farmer Cooperativess NCFC’s mission is to protect the public
policy environment in which farmer-owned cooperative businesses operate, promote their
economic well-being, and provide leadership in cooperative education. NCFC remains
the only organization serving exclusively as the national representative and advocate for
America’s farmer-owned cooperative businesses.

NiSource Inc., is a holding company with headquarters in Merrillville, Ind., whose
operating companies engage in all phases of the natural gas and electric business from
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exploration and production to transmission, storage and distribution of nafural gas, as
well as electric generavion, transmission and distribution. Its operation companies
provide service to 3.6 million customers located within the high-demand energy corridor
that strefches from the Gulf of Mexico through the Midwest to New England.

Nuon is one of the largest multi-utility companies in the Netherlands, serving more than
2.5 million residential and business customers with electricity and, in many instances,
with gas, water and heat as well. The company is in the forefront in the marketing of ;
green energy and renewable energy generation in the Netherlands and is extending its
kmowledge and experience in the area of renewable energy internationally. Nuon's
activities in the field of renewable energy include wind power, small hydropower,
thermal and photovoltaic solar energy, landfill gas, biogas, biomass and ambient heat.

ORMAT: ORMAT is the world leader in distributed reliable remote microturbine power
units (also known as Closed Cycle Vapor Turbo Generators). ORMAT's operations use
locally available heat sources, including geothermal energy (steam and hot water),
industrial waste heat, solar energy, biomass, and low grade fuels.

Pinnacle West Capital Corp: Based in Phoenix, Ariz.,, Pinnacle West is the parent
company of APS and Pinnacle West Energy. APS is Arizona's largest and longest-serving
electric utility, serving more than 857,000 customers, and Pinnacle West Energy is the
company's unregulated wholesale generating subsidiary. Among the utilities listed in the
S&P 500, Pinnacle West is ranked in the top 10 percent for environmental performance
by an intemational investment advisory firm. The Company also is ranked in the top 10
percent by Fortune magazine for total shareholder return over the last five years.

PG&E National Energy Group, headquartered in Bethesda, Md., develops, owns and
operates electric generating and gas pipeline facilities and provides energy trading,
marketing and risk-management services in North America. The National Energy Group
operates power production facilities with a capacity of about 7,000 megawatts, with
another 10,000 megawatts under development, and more than 1,300 miles of natural gas
transmission pipeline with a capacity of 2.7 billion cubic feet per day. (PG&E National
Energy Group is not the same company as Pacific Gas and Electric Company, the
California utility, and is not regulated by the California Public Utilities
Comission.Customers of Pacific Gas and Electric Company do not have to buy products
or services from PG&E National Energy Group in order to continue to receive quality
regulated services from Pacific Gas and Electric Company.)

STMicroelectronics: STMicroclectronics is the world's third largest independent
semiconductor company whoss 2'»2res are traded on the New York Stock Exchange, on
Euronext Paris and on the Milan Stock Exchange, The Company designs, develops,
manufactures and markets a broad range of semiconductor integrated circuits (ICs) and
discrete devices used in a wide varicty of microelectronic applications, including
telecommunications systems, computer systems, consumer products, automotive products
and industrial automation and control systems. In 2000, the Company's net revenues were
$7.8 billion and net eamings were $1.45 billion.
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Suncor Energy, Inc. is a Canadian integrated energy company that explores for,
acquires, produces, and markets crude oil and natural gas, refines crude oil, and markets
petroleum and petrochemical products. Suncor has three principal business umits: Oil
Sands, Exploration and Production, and Sunoco. Oil Sands produces light sweet and light
sour crude oil, diesel fue] and vatious custom blends from oil sands and markets these
pmducts in Canada and the United States. Exploration and Production explores for,
acquires, develops, produces and markets crude oil in Canada and natural gas throughout
North America. Sunoco refines and markets crude oil and a broad range of petroleum and
petrochemical products in Ontario and the United States.

Swiss Re: Founded in 1863 in Zurich, Switzerland, Swiss Re is the wotld's second largest
reinsurer, with roughly 9,000 employees and gross premiums in 2000 of CHF 26 billion
(USD$15.3 billion). Standard & Poor's gives the company its AAA rating; Moody's rates
it Aaa. Swiss Re does business from over 70 offices in 30 countries. The world over,
Swiss Re offers insurers and corporates: clessic (re)insurance covers, altemnative risk
transfer (ART) instruments, and a broad range of supplementary services for
comprehensive risk management,

Temple-Inland Inc, is a diversified forestry, forest products and financial services
company. Its three main operating divisions include a Paper Group, which manufactures
corrugated packaging products; a Building Products Group, which manufactures a wide
range of building products and manages the Company's forest resources consisting of
approximately 2.2 million acres of timberland in Texas, Louisiana, Georgia and Alabama;
and the Financial Services Group, which consists of savings bank, mortgage banking, real
estate, and insurance brokerage activities.

The Nature Conservancy: The Nature Conservancy, a nonprofit organization founded
in 1951, is the world's largest private intemational conservation group. TNC has
protected over 12,089,000 acres of land in the United States.

Waste Management, Inc. as a leading provider of comprehensive waste management
services, Waste Management serves municipal, commercial, industrial and residential
customers throughout North America. Headquartered in Houston, Texas, the Company's
network of operations includes 284 active landfill disposal sites, 16 waste-to-encrgy
plants, 73 landfill gas-to-energy facilities, 160 recycling plants, 293 transfer stations and
more than 1,400 collection facilities. Combined, these resources allow Waste
Management to offer a full range of environmental services to approximately 25 million
residential and two million commercial customers nationwide.

Wisconsin Energy Corporation, headquartered in Milwaukee, Wis., is an 38.4 billion
holding company with a diversified portfolio of subsidiaries engaged in electric
generation; electric, gas, steam and water distribution; pump manufacturing and other
non-utility businesses. The corporation’s utilities subsidiaries serve more than one
million electric and 950,000 natural gas customers in Wisconsin and Mlclngans Upper
Peninsula.
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ZAPCO: Zahren Alternative Power Corporation (ZAPCO), recently acquired by U.S.
Energy, is among the largest and most respected developers of Landfill Gas (LFG)
projects in the United States. ZAPCO is engaged in the development, financing, and
operation of a large and diverse group of LFG-based projects, including waste-to-energy
electricity systems, and has executed interational trades of greenhouse gas reductions
involving over two million tons CO; equivalent. ZAPCO operates ten of its twenty-seven
LFG projects in the Midwest U.S.

078



IRV R R A S S FRE L)

1110 k) W D 1O Cadiln oIS ST 1 e dd LD

Chicago Climate Exchange July 10, 2001

Chicago Climate Exchange® - Advisory Board

www.chicagoclimateX.com

Member Biographies

David L. Boren is the President of the University of Oklahoma. Mr. Boren has had a
distinguished career in public service as a member of the Oklshoma House of
Representatives (1967-1975), Governor of Oklahoma (1975-1977) and as a U.S. Senator
(1979-1994). As a U.S. Scnator, Mr. Boren was the longest-serving Chairman of the
Senate's Select Committee on Intelligence. Mr. Boren was educated at Yale and attended
Oxford University as a Rbhodes Scholar. He also carned a law degree from the University
of Oklahoma College of Law. '

Lucien Y. Bronicki is the Chairman of Ormat International, an Isracli company leader in
the field of innovative technology solutions to geothermal power plants, power-
generation from industrial waste heat and solar energy projects. Mr. Bronicki has been
Chairman of Ormat since he founded the company in 1965. Mr. Bronicki holds various
professional affiliations and memberships, including Chairman World Energy Council’s
Israeli National Committee, Member of the Bxecutive Comumittee of the Weizmann
Institute of Science and member of the Board of Ben Gurion University. He is also the
recipient of several business and science related awards.

Ernst Brugger is Founding Partner and Chairman of Brugger Hanser & Partner Ltd., in
Switzerland, a business consulting firm with international experience and range. He is
also a professor at the University of Zurich, chairman and member of the board of vatious
companies and a member of the International Committee of the Red Cross (ICRC). Dr.
Brugger serves as Chairman of the Board of Directors of Sustainable Performnance Group,
an investment and risk management company which invests in pioneering and leading
companies which have taken up the cause of sustainable business

Jeffrey E. Garten is dean of the Yale School of Management. Formerly undersecretary
"of commerce for international trade in the first Clinton Administration, he also held
senior economic posts in the Ford and Carter administrations. From 1979 - 1992, hé was
a managing director first at Lehman Brothers, where he oversaw the firm's Asian
investment banking activities from Tokyo, and then at the Blackstone Group. Currently a
monthly columnist for Business Week, his latest book is "The Mind of the CEO" (2001)."

Donald P. Jacobs is Dean of the Kellogg Graduate School of Management and its
Gaylord Freeman Distinguished Professor of Banking. Under his leadership, the Kellogg
School has become a leader in the field of business and finance and is consistently ranked
as one of the top five business schools in the United States. Dean Jacobs is a former
Chairman of the Board of Amtrak (1975-1979) and currently serves on seveéral corporate
boards. His work on banking, corporate govemance and international finance has been
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published in many scholarly joumals and he holds several honorary degrees and
professional awards.

Dennis Jennings is the Global Risk Management Solutions Leader for
PricewaterhouseCoopers’ (PwC) Global Energy and Mining Industry Practice. Mr.
Jennings previously served as the Dallas/Fort Worth Energy Industry Market Leader; Co-
Chairman of the U.S. Oil and Gas Industry Program; and on Steering Committee of the
Intemational Energy Practice. Mr. Jennings is experienced in all sectors of the petroleum
industry (upstream, downstream, domestic and international) and the service industry.
His responsibility have included leading PwC’s global risk management practice for the
energy and mining industry, providing financial advice and performing due diligence
reviews on numerous merger, acquisitions and divestiture efforts by major interational
corporations.

Joseph P. Kennedy II is Chairman and President of Boston-based Citizens Epergy
Group. Before returning to Citizens Energy, Mr. Kemnedy represented the S8th
Congressional District of Massachusetts in the U.S. House of Representatives for 12
years. Mt. Kennedy founded the non-profit company in 1979 to provide low-cost heating
oil to the poor and elderly. Under his leadership, Citizens grew to encorapass seven
separate companies, including the largest energy conservation firm in the US. Mr.
Kennedy also advises and serves on the boards of several companies in the energy,
telecommunications, and health care industries. Mr. Kennedy is the son of the late U.S,
Sen. Robert F. Kennedy.

Israel Klabin is the president of the Brazilian Foundation for Sustainable Development,
a major Brazilian non-governmental organization devoted to issues of environmental and
sustainable development policy. Mr. Klabin is the former chairman of Klabin SA, one of
the largest forestry companies in Latin America. He is a former mayor of Rio de Janeiro
and was one of the main Brazilian organizers of the United Nations Conference on the
Environment (Rio 92). He is also actively involved in several philanthropical activities.

Bill Kurtis has had a distinguished career in broadeasting for over 30 years, as a news
anchor in Chicago and later of the national CBS Morning News. He started his own
company, Kurtis Productions, when he returned to Chicago in the mid 1980's and
currently hosts shows on the Arts and Entertainment network. Mr, Kurtis is involved in
The National Science Explorers Program, Electronic Field Trips and the Electronic Long
Distance Leaming Network, all aimed at teaching children about science. Mr. Kurtis and
his shows have been the recipients of several awards. He serves on the board of directors
of organizations devoted to natural history and the environment, including the National
Park Foundation, the Nature Conservancy and the Kansas State Historical Society.

Jonathan Lash is President of the World Resources Institute (WRI), a Washington, DC-
based non-governmental organization that provides solutions to global environment and
development problems. From 1993 until 1999, Mr. Lash served as co-chair of the
President's Council on Sustainable Development, a group of government, business, labor,
civil rights, and environmental leaders that developed recommendations for national
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strategies to promote sustainable development. For two years before joining WRI, Mr.
Lash directed the environmental law and policy program of the Vermont Law School.
From 1987 to 1991, Mr. Lash headed the Vermont Agency of Natural Resources, having
served the previons two years as Vermont's Commissioner of Environmental
Conservation. He is the author of several books on environmental topics.

Thomas E. Lovejoy, is a world-renowned tropical and conservation biologist. Dr.
Lovejoy is generally credited with having brought the tropical forest problem to the fore
as a public issue, and is one of the main protagonists in the science and conservation of
biological diversity. In 1987, he was appointed Assistant Secretary for Environmental
and Extemal Affairs for the Smithsonian Institution and is Counselor to the
Smithsonian’s Secretary for Biodiversity and Environmental Affairs. Dr. Lovejoy is also
Chief Biodiversity Advisor to the President of the World Bank and the Bank’s Lead
Specialist for the Environment in Latin America. From 1989 to 1992, he served on the
President's Council of Advisors in Science and Technology (PCAST), and acted as
scientific adviser to the Executive Director of the United Nations Environment
Progtamme (1994-97). He was the World Wildlife Fund's Executive Vice President from
1985 to 1987. Dr. Lovejoy is the author of numerous articles and books.

David Moran is vice president of ventures for the Electronic Publishing group of Dow
Jones &  Company and  president of Dow  Jones Indexes.
Mr. Moran joined Dow Jones as counsel in September 1985. He was named assistant
corporate general counsel in 1988 and was promoted to deputy corporate general counsel
in May 1990. He became vice president/law in July 1991 and retained the title, deputy
general counsel. In January 1996, Mr. Moran took on the additional responsibilities of
president of the Dow Jones World Stock Index, later renamed Dow Jones Indexes,
reflecting the inclusion of all Dow Jones indexes for countries, regions, sectors and
industry groups as well as the world index. Mr. Moran became president of Dow Jones
Indexes on a full-time basis in June 1998. He was elected to a one-year term as chajrmat
of STOXX, Ltd., an index creator that is a joint venture of the German, Paris and Swiss
stock exchanges and Dow Jones, in April 1999. He is also chairman of Dow Jones
Sustainability Group Index GmbH. Pror te joining Dow Jones, Mr. Moran was an
associate with Patterson, Belknap, Webb & Tyler, 2 New York City law firm, from 1979
to 1985.

Les Rosenthal is a former Chairman of the Chicago Board of Trade (CBOT) and a
principal of Rosenthal Collins, a leading Chicago-based commodities and futures trading
firm. During his time as member of the Board and Chairman of the CBOT, Mr.
Rosenthal was instrumental in advancing the cause of new and innovative exchange-
traded products such as Treasury Bond fitures and insurance derivatives. '

Mary L. Schapiro is President of NASD Regulation, Inc. NASDR) and a member of
the Board of NASD, Inc. She assumed this position in February 1996. NASDR was
created as an independent National Association Securities Dealers, Inc. (NASD)

CEQ 000081



C SBLTELOT UYL lo-L1r NTU LHW Duruul 212 3924050 F.lb71lb

Chicago Climate Exchange July 10, 2001

subsidiary responsible for regulating 5,500 member broketage firms, 670,006 individual
registered representatives and oversight of The Nasdaq Stock Market.

Before assuming her present duties, Ms. Schapiro was the Chaixman of the Commodity
Futures Trading Commission. She was appointed by President Clinton in 1994.
Prjor to assuming the Chairmanship, Ms. Schapiro served as a Commissioner of the
Securities and Exchange Commission (SEC). She was appointed to that position by
President Reagan in 1988 and reappointed by President Bush in 1989 for a five-year
term. She was named Acting Chairman of the SEC in 1993 by President Clinton. Before
being appointed to the SEC, Ms. Schapiro was General Counsel and Semior Vice
President for the Futures Industry Association.

Ms. Schapiro was also an active member of the Technical Committee and the Developing
Markets Committee of the International Organization of Securities Commissions
(IOSCO) and has worked extensively with developing markets, partwularly in Latin
America and Asia, on capital markets regulatory structure.

Ms, Schapiro is a graduate of Franklin and Marshall College (Lancaster, Pennsylvania),
and earned a Juris Doctor degree (with honors) from The National Law Center of George
Washington University. Ms. Schapiro was named the Financial Women's Association
Public Sector Woman of the Year in May 2000,

Maurice Strong is a former Secretary General of the 1992 United Nations Conference
on Environment and Development (the Rio Earth Summit) and Under-Secretary General
of the United Nations. He is currently the Chainman of the Earth Council, a non-
governmental organization dedicated to the cause of sustainable development. In June of
1995, he was named Senior Advisor to the President of the World Bank. From December
1992 until December 1995, Mr. Strong was Chairman and Chief Executive Officet of
Ontario Hydro, one of North America's largest utilities. Mr. Strong is an advisor to the
United Nations, and has been a director and/or officer of a number of Canadian, U.S. and
international corporations.

James R. Thompson is a former four-tem Govemor of Illinois and currently a
managing partner of Winston and Strawn. During his last term as Governor, Mr.
Thompson was involved in the implementation of the sulfur dioxide (SO,) market created
by the 1990 Clean Air Act. During his last term as Govemor he was the Head of the
Global Climate Change Task Force at the National Governors' Association (1988-1989).
Governor Thompson is also a director of the Chicago Board of Trade (CBOT).

Sir Brian Williamson is the Chairman of the London International Financial Futures and
Options Exchange (LIFFE), one of tho world’s latgest exchanges. Mr. Williamson has
been involved in trading financial futures for almost three decades in London, New York
and Chicago. He held senior executive positions for prominent trading firms and was a
member of the International Advisory Board of the Nasdaq Stock Market, becoming
Chairman in 1996. He was also Governor-at-Large of the National Association of
Securities Dealers in Washington DC. (1995-1998).
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Reconstructing Climate Policy:
What the US Should Do Now

Richard B. Stewart (New York University) and Jonathan B. Wiener (Duke University)

The Current Situation

In the wake of the impasse over the climate change treaty negotiations at The Hague in late 2000,
and the new Bush Administration's recent repudiation of the Kyoto Protocol, where now? What
should the US government, and the world, do next?

President Bush has had the political misfortune to be the messenger of facts everyone knew. By
late 2000 it was evident that the US could not achieve its Kyoto Protocol limitations on

. greenhouse gas (GHG) emissions domestically without unacceptable cost and disruption, nor
could most other industrialized countries, including Japan and much of Europe. Bush took the
heat for the Clinton-Gore Administration's signing of Kyoto in 1997 without getting firm
agreement on the means of compliance, especially regarding emissions trading and sinks, or on
developing country participation; for the US Senate’s 95 to 0 vote not to ratify the Kyoto treaty
without participation by developing countries; and for the failure of the U.S. government to take
any serious initiative to begin limiting US GHG emissions growth. Meanwhile, the EU and most
developing countries repeatedly opposed or sought to restrict the participation of developing
countries and the flexibility mechanisms (including global emissions trading and broad inclusion
of sinks) that would have enabled collective progress at reasonable cost. This opposition set the
stage for Bush's protestation that Kyoto would be too costly.

When the Bush-Cheney Administration announced that it would not pursue Kyoto, it was loudly
killing a quietly dying duck. Bush thereby succeeded in taking the blame for killing Kyoto,
without actually doing very much to change reality. Ironically, Bush's position has now stirred
up much more pressure for real action than would have arisen had the US merely plodded along
with the interminable process of trying to negotiate the implementation and compliance issues
that had bogged down at The Hague. Now that the bubble has been burst, the way is cleared to
start on reconstructing the international climate regime into a form that is more realistic and
more responsive to the nature of climate risks and the character of the efforts needed to manage
those risks wisely. . -

Some basic elements in the Kyoto design -- its use of quantitative multi-year emissions targets
with emissions trading, and a comprehensive approach that includes all major greenhouse gases
and their sources and sinks -- are sound; they have been consistent US policy across
administrations of both parties at least since 1989 (Stewart & Wiener 1990; DOJ 1991; Wiener
2001). There are, however, two basic flaws in Kyoto: the failure to nail down implementation
and compliance mechanisms prior to fixing binding targets, and the failure to engage developing .
country participation. These gaps polarized the post-Kyoto talks on implementation and
flexibility mechanisms, and in turn helped make the Kyoto targets both excessively costly and
inadequately environmentally protective.

0014931
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In order to reconstruct climate policy on a sound footing, we propose a two-stage strategy that
the US should mount at the international level in order to correct Kyoto’s flaws. In ordertobe a
credible player in the international climate negotiations and to protect important national
interests, the US should also follow a two stage domestic strategy in order to lay the groundwork
for and then begin to implement GHG emizsions reductions. These two sets of initiatives should
be coordinated and mutually supportive.

Throughout, US policy should be guided by the fundamental point that getting the institutional
design right for the long run is far more important than either rushing ahead with hasty symbolic
commitments or stonewalling to seem strong. Once adopted, the institutional design may be
very difficult to revise; there will be high costs of undoing early mistakes.

The US Cannot Afford Climate Isolationism

As the Bush Administration has acknowledged, the US cannot afford to ignore climate issues, do
nothing about GHG emissions, and sit on the sidelines while other countries design a global
regime that the US will later wish it had helped shape. The US has strong national interests in
fashioning a responsible, well-designed global regime for GHG limitations.

Climate policy is not solely an environmental issue; it is also a global economic and strategic
issue. First, the US will suffer significant environmental harms as a result of unchecked rapid
warming, especially over the longer run. Moreover, in an interconnected global economy, US
businiesses will be harmed if other countries’ incomes falter due to climate change. Second, the
US will suffer economically if it is excluded from the design and operation of international
emissions trading. Many US firms have the technology and know-how to achieve GHG
limitations and help run efficient emissions trading markets. Also, the availability of
international trading and the comprehensive approach will be of tremendous cost-saving
importance to the US in implementing, sooner or later, domestic GHG limitations. These
opportunities are likely to be sharply restricted if the US fails to remain a credible international
player and thereby cannot counter efforts by the EU and others to restrict or kill flexibility. Other
countries are moving ahead with domestic emissions trading systems that may become models
for global trading, but on terms that may hinder full flexibility unless the US actively participates
in trading design. Third, the US has global strategic interests in a wide array of other issues. If
the US fails to address seriously the climate policy positions and interests of others -- major
OECD countries; Russia, the Ukraine, and other economies in transition who may be deprived of
the opportunity (negotiated by the US at Kyoto) to sell emissions allowances; and major
developing countries who be harmed by climate change -- it is likely to engender widespread
resentiivitt and suspicion that will make it more difficult to engage their cooperation on trade,
security, and other US priority issues.

Prudent Investment in Climate Insurance is Warranted
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Investment in initial steps to limit GHG emissions growth is prudent insurance against the risks
of climate change. Recent reports by the Intergovernmental Panel on Climate Change (IPCC)
and a National Academy of Sciences panel convened at the request of the White House confirm
that rising GHG emissions due to human activities are already causing the earth's atmosphere to
warm and that the rate and extent of warming will increase significantly over this century -- in
the range of 1.5 and 5 degrees C -- if steps are not taken to limit growth in net emissions (IPCC
2001, NAS 2001). The impacts of global warming at this pace are likely to be adverse on
balance. The recent synthesis by Tol (2001a, 2001b) of climate change impacts on key
endpoints - agriculture, forestry, water resources, energy consumption, sea level rise,
ecosystems, and human health -- indicates that some initial warming (1 degree C) and CO2
fertilization may help agriculture and human health in some areas (including the OECD, Russia
and China), for an early gain of 1 to 3% of GDP; but that this climate change will have adverse
impacts in poorer areas (especially Africa and Southeast Asia, which would lose 1 to 4% of
GDP); and that the impacts of greater warming will become adverse worldwide over time,
including losses of 1 to 2% in OECD countries and 4 to 9% in developing countries (except for
China, which exhibits persistent gains from climate change of about 2% of GDP). And, Tol’s
synthesis does not account for other adverse impacts, such as fisheries losses, extreme weather
events, and the possibility of catastrophic changes in ocean currents or other critical natural
systems.

While many uncertainties remain regarding the future rate of warming and its impacts, based on
what we know now the risks of climate change are sufficiently serious to justify a reasonable
investment in insurance, at least against very rapid or large changes. Both as individuals and as
societies we often invest in preventive measures against uncertain future risks (e.g. the Bush
Administration's new plans for a missile defense). Waiting for definitive evidence of harm can
mean waiting until it is too late to do anything about the problem. At the same time, insurance is
not free, and policy should react responsibly to risk. Climate change will most likely occur
gradually, although at an increasing pace, over a long time period. Further, global temperature is
not a function of current emissions but of the total stock (concentration) of GHGs in the
atmosphere. Current emissions, which cannot be changed very rapidly in any event, are but a
small portion of the total stock. Cost-effective climate insurance should accordingly focus on an
institutional design for GHG limitations that is sustainable and efficient over the long run rather
than on crash short-run reductions.

Effective climate insurance will require some regulatory limits on GHG emissions. The essential
problem today is that the global atmosphere is being treated as an open-access resource: With no
constraints on its use as a disposal site for GHG emissions, the atmosphere is being overused in a
classic "tragedy of the commons." Regulatory solutions include access fees (taxes) and parceling
of property rights (tradable allowances). Of course, regulation is only one tool among several in
a sound climate policy. Wise policy must strike a good balance between prevention measures
and adaptation measures. Technology R&D, innovation and investment need to start now in both
the public and private sectors. Market and institutional failures and subsidies that blunt the
market incentives to conserve energy and otherwise reduce GHG emissions should be corrected.
Public and private sector initiatives to reduce GHG-intensity should be encouraged. Such
measures alone, however, can not deal adequately with the climate change externalities resulting
from the atmosphere’s current treatment as an open-access resource.
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Sound Regulatory Design Can Make the Costs of Climate Insurance Reasonable

Taking the first steps in a transition from a high- to a low-GHG economy will not be a fiee
lunch. The costs of meeting the Kyoto targets through wholly domestic measures to reduce CO2
emissions had been estimated at 1 to 4% of GDP in the US and other industrialized countries
(Manne & Richels 2000; Shogren 2000). But as we reconstruct climate policy, these costs can
be reduced substantially — perhaps up to 90% -- by intelligent regulatory design, using the most
cost-effective means over appropriate time scales. Regulatory design for achieving GHG
limitations should incorporate two basic principles:

First, regulatory limitations on GHG emissions should be phased in, quite modest at first and
then building over time if new evidence indicates that continued investment in insurance against
climate risks is justified. This strategy accords with the GHG stock/flow structure, the fact that it
will be less costly to achieve limitations in the future with the benefit of new technologies and
turnover of the capital stock, and the gains from incurring costs later rather than sooner.
Attempting sharp cuts now will be quite costly and do little to contribute to reducing emissions
growth in the long run. Substantial lead times are also required to construct the institutional and
technological foundations of a sound emissions limitations program.

Second, emissions limitations should be achieved by the most cost-effective means. Because the
long-term costs of limiting GHG emissions are potentially large, and because of the need for
low-GHG technology development and investment in order to limit those costs, it is essential to
use market-based regulatory instruments that foster cost-saving and innovation-enhancing
flexibility. Such flexibility can best be achieved through (i) the comprehensive approach,
including all major GHGs, sources, and sinks; (ii) international and domestic emissions trading;
and (iii) expressing targets in terms of cumulative emissions over periods of time.

Kyoto's Design Successes

Kyoto's basic regulatory design -- a comprehensive approach, a cap and trade system, and multi-
year commitment periods -- is sound; it promotes flexibility and cost-effectiveness. These
elements, which were advanced in the first Bush Administration by us and others (e.g. Stewart &
Wiener 1990, 1992; DOJ 1991) and advocated in the Clinton-Gore administration as well (see
Wiener 2001) are good, nonpartisan policy ideas. Although the comprehensive approach and
emissions trading have been criticized from some quarters, they remain essential ingredients of
climate policy.

The Comprehensive Approach. Because there is so much variety in GHG limitation
opportunities across gases and sectors, the comprehensive approach would yield large cost
savings -- 60% or more -- relative to an approach that fixes limits for CO; alone (Reilly et al.
1999). The comprehensive approach is also environmentally necessary to prevent perverse shifts

- in emissions from regulated gases (such as CO2) and sectors to unregulated ones (such as CH4),

which could unintentionally exacerbate climate change (Wiener 1995). And it yields valuable
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side benefits in reduction of other pollutants (Hansen 2000). Criticisms of the comprehensive
approach as too complex and difficult to implement and are misplaced. Simplified, conservative
default rules can be adopted to deal with cross-gas comparison indices and difficult-to-measure
GHGs such as agricultural CH4 and CO2 sinks; these rules can be revised as monitoring and
measurement techniques improve (Stewart & Wiener 1992).

Emissions Trading. Because there is so much variety in GHG limitation opportunities across
countries, flexibility through emissions trading would yield large cost savings. Studies indicate
that full international emissions trading would reduce the global costs of abatement by about
75% compared to wholly domestic CO2 emissions limitations (e.g. Manne & Richels 2000).

(If the 60% savings from adopting the comprehensive approach is additive, which is plausible
because the models of emissions trading assume CO2-only policies, then the combined cost
savings from both comprehensiveness and trading could be 90% compared to a CO2-only policy
with national caps and no trading. Thus reducing US emissions to 7% below 1990 levels -- the
Kyoto target - could cost not 1 to 4% of GDP but 0.1 to 0.4% of GDP. As discussed below;
however, the models unrealistically assume perfectly efficient implementation.)

In principle, taxes and emissions trading can achieve similar results. But at the global level, GHG
emissions trading has several important advantages over GHG taxes. An international system of
compulsory taxation is without precedent and contrary to traditional notions of national
sovereignty; cap and trade regulatory systems have more affinities with traditional international
environmental regulatory regimes. The effectiveness of an international system of GHG taxes
would be severely compromised by "fiscal cushioning" games; countries would attempt to soften
the domestic impact by adjusting their other taxes and subsidies in.ways that would be very hard
to police (Wiener 1999). Further, developing countries would never agree to impose the same
tax levels as industrialized countries; lack of uniformity would result in significant leakage to
lower tax nations. Also, taxes cannot meet the need for significant side payments (transfers of
capital and technology) to developing countries to attract their participation and meet their equity
concerns. Direct side payments to engage participation would undercut the incentive effect of
emissions taxes. Emissions trading can solve these problems by maintaining a cap on total _
emissions while assigning extra allowances in excess of a country's current emissions to induce
participation by countries, including developing countries and nations such as Russia and the
Ukraine, who otherwise perceive no net national benefit to participation. These extra allowances-
should be seen as "headroom," not "hot air" — as the necessary price to engage participation
(Wiener 1999). -

Despite its overall superiority, international GHG emissions trading does face some potential
implementation difficulties. These include the risk that quantity limits on emissions could result
in unexpectedly high compliance costs, potential problems of market power and transaction
costs, and the compatibility of international emissions trading with domestic regulatory systems
that rely on other instruments. We agree that these issues need attention; reasonable means for
addressing them have been or are being developed.
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Kyoto’s Design Failures

Notwithstanding the Kyoto Protocol’s good points, its negotiators made two major design
mistakes that require correction in future international agreements. First, they adopted
quantitative emissions limitations without agreement on the ground rules for measuring
reductions of GHG sources, enhancement of GHG sinks, and emissions trading and JI/CDM
projects. The treaty accordingly fails to assure the most cost-effective means for achieving
targets, including full scope for the comprehensive approach and international emissions trading.
The adoption of targets without clarifying the permitted means for achieving them also made it
impossible to predict the costs of achieving the targets and undermined the development of
national and international measures for implementation. Worse, this confusion gave running
room to those countries and interest groups who oppose the comprehensive approach and
emissions trading for ideological reasons or out of economic self-interest; they have pushed all
manner of restrictions on comprehensiveness and trading, castigating flexibility as an attempt to
weaken the targets. The result was the post-Kyoto negotiation stalemate, which helped delay
abatement efforts to the point that the Kyoto targets have now become unattainable.

The second basic design flaw in Kyoto was its failure to face squarely the issue-of developing
country participation. The complete omission of any developing country obligations, now or in
the future, is contrary to the approach taken in prior global environmental treaties and to the
principle of "common but differentiated" responsibility in the FCCC. A sound global climate
regime must involve limitations obligations by all nations with significant sources and sinks,
including developing countries, in order to ensure that the climate is actually protected; that the
lowest-cost abatement opportunities can be tapped worldwide; that free-riding on limitations
efforts by others is deterred; and that cross-border "leakage" of emissions is constrained. In
short, the omission of developing countries makes the treaty much less (if at all) environmentally
effective, and much more costly.

The developing countries have strong equity arguments, reinforced by practical economic and
political considerations, that the industrialized countries should take the lead and the major
burden of emissions limitations. Under international law, no country can be bound by a treaty
without its consent; thus participation must be attracted. As discussed above and developed
further below, there are a number of ways of meeting developing countries' concerns while
attracting their participation in cooperative emissions limitations.

Reconstructing Climate Policy

In light of the successes and failures of the Kyoto Protocol, the US should lead a reconstruction
effort in urder to build a better institutional design for climate policy. These efforts should
proceed simultaneously at the international and national levels; the steps at each level would be
in two linked stages. The first stage would lay the groundwork for the second, which would
involve new international limitations targets and domestic GHG limitations.
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Building A New International Climate Regime. At the international level, our proposed
arrangement would be adopted in two stages, through protocols or other subsidiary agreements
under the 1992 Framework Convention on Climate Change (FCCC).

The First Stage -- which could be concluded promptly, within a year -- would be an agreement
among all industrialized countries and any interested developing countries who wished to
participate to make pledges to limit cumulative net GHG emissions over ten years (say, 2005-
2015), with a five year interim goal, progress reporting, and review provisions. Emissions
limitation pledges would be fully comprehensive, measured in terms of net emissions of all
major GHGs. Abatement efforts could include any reduction in sources or enhancement of sinks
that would help achieve the pledged goal, under default measurement rules to address
uncertainty. The agreement would authorize cooperative cross-border abatement efforts through
emissions trading or credit trading on the JI/CDM model, by national governments, private
sector firms, and NGOs who wish to participate in such arrangements. It would provide for an
international registry for such transactions. The OECD countries would provide substantial
capacity-building assistance to developing countries wishing to participate in such arrangements.
This international agreement would not itself include any penalties (beyond reputational costs)
for exceeding the pledged goals, but individual countries or groups of countries through bilateral
or multilateral agreements could, if they chose, make such goals legally binding. The First Stage
would also include a commitment by all countries to negotiate a follow-on Second Stage
agreement with binding targets, and to accord credit against these new targets for net GHG
emissions reductions achieved in accordance with First Stage pledges.

The Second Stage agreement would contain binding cumulative net emissions limitations for an
initial commitment period (such as 5, 8, or 10 years), based on agreed implementation and
compliance ground rules on comprehensiveness and flexibility mechanisms (including sinks and
emissions trading) and on compliance assurance measures. The circumstance that no limitations
commitments could be made until implementation and compliance matters were resolved would
provide a strong impetus for prompt resolution of those matters. Aggregate emissions limits
would be set at levels for which the costs (given flexibility mechanisms) would be reasonable in
light of the expected benefits (see e.g. Hammitt 1999). The agreement would authorize full
global emissions trading among countries with national targets. Its compliance assurance
provisions might include, inter alia, penalties for excess emissions at a set rate per ton of carbon-
equivalent; penalty revenues might be invested in compensatory abatement.

The Second Stage at the international level would provide several “windows” for inclusion of
developing countries, including:

1. Clarifying and streamlining the CDM on market-based lines, and structuring it to
encourage sector-wide approaches that minimize cross-project leakage. The CDM could
also provide for bilateral sector-base technology transfer and assistance/credit
arrangements between industrialized and developing countries.

2. Inviting voluntary national participation in emissions trading, including on a sector-based
approach that would permit participation at scale without overall national caps.
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3. Providing principles for the voluntary accession of developing countries to a global cap
and trade system, with assignment of "headroom" allowances that developing countries
could use or sell at a profit.

4. Agreeing on principles of automatic, incremental participation ("graduation") by
developing countries in the global cap and trade system, once each country reaches pre-
agreed levels of per capita income, with appropriate allocations of headroom.

The first three mechanisms would be transitional to the fourth. The overall suite of mechanisms
would be established with a view to ensuring significant and increasing participation by
developing countries in the global emissions limitation effort, toward a full global
comprehensive cap-and-trade system.

Building a Domestic US Climate Policy. We also propose a two-stage process for the adoption
of domestic US measures in tandem with the two stages at the international level. The domestic
First Stage would not impose bmdmg GHG limitations but would lay the groundwork for such
measures, encourage voluntary emissions limitations and trading, and launch some of the non-
regulatory elemerits of'a serious US climate policy. At the Second Stage, the US:would adopt
domestic GHG Iumtatlons utilizing the comprehensive approach and domestic and intérnational
trading to the maximum feasible extent. These limitations would only be adopted in conjunction
with international adoption of a climate agreement with binding limitations, maximum scope for
flexibility, developing country participation, and a sensible incremental path to reductions. A US
commitment to adopt domestic limitations is essential for its international credibility and ability
to promote a sound global climate regime. Emissions trading and the comprehensive approach
require emissions caps at some level. The US cannot persuasively advocate these flexibility
mechanisms unless it eventually adopts caps itself. Nor, for similar reasons, can it persuade
developing countries to join the emissions limitation effort unless it does so itself.

The US domestic First Stage would jump start voluntary domestic emissions limitations and
domestic and international emissions trading, using the power of information and the prospect of
second-stage regulation to provide incentives for early limitations efforts. A White House
Climate Policy Office would develop a National Climate Protection Plan for limiting net US
GHG emissions with quantitative goals and timetables; a national Climate Protection Scorecard
would monitor and report progress. The plan would form the basis for the US pledge under Stage
One of the international initiative described above. The government would establish
comprehensive GHG emissions monitoring, record keeping, and reporting protocols and
procedures for domestic sources and sinks and for projects abroad financed by US sources. It
would phase in mandatory monitoring and reporting by domestic sources to create a Climate
Release Inventory.

The President would be authorized to contract with business and other private entities to achieve
reductions in net GHG emissions relative to specified baselines, in return for certified reduction
credits that could be applied against future emissions limitation regulations. Credits would be
accorded to actions taken outside as well as within the US. Credits could be traded domestically
and internationally. Credits or allowances issued by other countries could be recognized in the
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US under mutual recognition arrangements. The U.S. would develop a domestic credit registry
and actively support the development of an international registry.

In addition, the government would initiate a program of low-GHG technology R&D, with an
emphasis on basic science; take steps to identify and correct market barriers and non-market
barriers (including existing government programs and policies) to adoption of measures o
reduce energy use and otherwise reduce GHG emissions; and develop programs to reduce net
GHG emissions by the government sector.

The federal government would also undertake the design of a domestic US cap and trade system,
including consideration of sectoral design (e.g. electricity, transportation); point of application
(upstream, downstream, mixed designs); and other regulatory/incentive measures for sectors and
activities where trading may not be feasible. It should study the design and feasibility a hybrid
trading/fee system under which sources with excess emissions would be required to purchase
extra allowances from the government at a pre-set price. (This “safety valve” arrangement could
protect against unexpectedly high abatement costs, but might allow emissions to grow
excessively if the price were set too low.) The revenues from such a scheme might be invested
in domestic and international abatement efforts. The government would also study the design,
equity and efficiency characteristics of programs to ease impacts on sectors and localities that
will be hard hit by GHG regulation.

The US domestic Second Stage program, building on the work done and experience gained in the
First Stage, would adopt domestic regulatory net emissions limitations, with primary reliance on
cap and trade using a comprehensive approach to all GHGs, plus other supplemental regulatory
measures where necessary. Caps would be set as cumulative limits for a substantial period (e.g.,
ten years). Regulation could be phased in by sector — for example, utilities, heavy industry and
transportation might go first. But there should be opportunities for opt in by other sources (as in
the US SO2 trading program), and purchase of external credits by covered sources, both from
domestic and international sellers. Maximum opportunities for international trading should be
incorporated into the system. In the Second Stage, the US could adopt integrated multipollutant
legislation now being considered to control several major pollutants in concert — such as SOx,
NOx, Hg, CO2, and CH4 - thereby improving environmental effectiveness and reducing costs
compared to piecemeal legislation. The government might also adopt programs (beyond
issuance of allowances) to ease the impact of GHG emissions limitations on the most adversely
affected sectors and localities, such as possible recycling of revenues from sales of excess
permits. -

The Path Forward

It would be premature to propose specific targets for either international or domestic GHG
limitations. The costs and benefits of such targets depend on many interacting factors in addition
to the target itself, including the length of the relevant commitment period, the amount of
preceding lead time, the breadth of the comprehensive approach, the scope for emissions trading,
and the extent of developing country participation. Moreover, even if these variables were
specified, we do not have studies that would enable us to estimate the costs and benefits of
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achieving such targets. Almost all of the cost studies that we now have deal with CO2 emissions
only, ignoring the cost savings and environmental gains afforded by the comprehensive
approach, On the other hand, the available studies generally make the unrealistic assumption of
perfectly efficient implementation. Because better information about costs and benefits is
essential to wise decisions on targets, it is imperative that the quantitative capabilities of the
IPCS . be invigorated and that it undertake the needed studies. The US should also sponsor a new
generation of cost and benefit studies, looking both at the US and globally, as part of the new
Climate Protection Plan.

The elements of climate policy set forth in this essay are sound. Whether they will be accepted
by enough countries, both industrialized and developing, to establish an effective international
climate regime within the near future is another matter. Under the international law principle of
voluntary assent, nations will join such a regime only if they determine doing so is in their
interest. For example, the developing countries, who may suffer the greatest harms from climate
change, will ultimately have to decide for themselves whether they should continue their
opposition to any participation in the global limitations effort once it becomes clear that such an
effort will not go forward unless they join. One thing is clear, however. In order to maximize
the chances of assent by a sufficient number of nations, the means for limiting GHG emissions
should be as cost effective as possible. It is past time to stop moralizing about means and get on
with the effort to build an effective, low-cost international climate protection program in order to
obtain prudent climate insurance.

Conclusions

The Kyoto Protocol was "deep, then broad": it set tight targets among a narrow group of
countries now, and hoped to broaden later. Instead, we agree with others who have urged that
climate policy be "broad, then deep" (Hahn 1998; Schmalensee 1998; Shogren 2000): it should
design the institutions that will attract broad global participation by all key emitters, and that
embody the comprehensive approach and emissions trading; only then should it take steps to
adopt more stringent emissions limitations.

The phased approach proposed herein, at both the domestic and international levels, may seem
too aggressive for some and too timid for others. To those who find our program too aggressive,
especially US skeptics of Kyoto, we make three basic points. First, the climate change problem is
serious enough to warrant an initial investment in climate insurance if it can be obtained a
reasonable cost. Second, the program that we propose represents sound environmental and
economic policy and, through essential design elements, provides climate insurance at costs that
are reasonable and justified. Third, important US economic and strategic as well as
environmental interests require that it be a credible, effective player in the development of
internationai climate policy; our program would assure protection of these interests. The US
cannot let a new regime of international emissions trading be designed by others. The key to
sensible climate policy is to get the institutional design right from the outset; the US must be a
major participant in that effort.

To those, both at home and abroad, who view our proposal as unduly timid, we emphasize the
need for prudence and realism. Our collective reach should exceed our current grasp; that is what
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political leadership and international cooperation are all about. But it would disserve the mtegnty
of the international reglme for the US (or the EU, Japan, or others) to sign on to commitments in
a global pact that it is unable to deliver. We have had enough experience with the pathologies of
symbolic legislation and overinflated rhetorical commitments in our own domestic
environmental legislation to know not to repeat such mistakes on a larger scale. We have seen
unachievable targets and timetables consciously adopted, only to result in performance shortfalls
and deferred timetables that weaken the credibility of regulatory standards and foster public
cynicism about environmental law. A climate treaty that makes grand promises but does little to
slow global warming at high cost will not only be a climate policy failure but will also
undermine the case for other needed international environmental protection regimes in the future.
These admonitions were appropriately heeded in the FCCC in 1992, but neglected in Kyoto in
1997. They need to be taken seriously in 2001 and beyond.
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AEI GHG Medium 7-09-01

Reconstructing Climate Policy:
What the US Should Do Now

Richard B. Stewart (New York University) and Jonathan B. Wiener (Duke University)

The Current Situation

In the wake of the impasse over the climate change treaty negotiations at The Hague in late 2000,
and the new Bush Administration's recent repudiation of the Kyoto Protocol, where now? What
should the US government, and the world, do next?

President Bush has had the political misfortune to be the messenger of facts everyone knew. By
late 2000 it was evident that the US could not achieve its Kyoto Protocol limitations on
greenhouse gas (GHG) emissions domestically without unacceptable cost and disruption, nor
could most other industrialized countries, including Japan and much of Europe. Bush took the
heat for the Clinton-Gore Administration's signing of Kyoto in 1997 without getting firm
agreement on the means of compliance, especially regarding emissions trading and sinks, or on
developing country participation; for the US Senate’s 95 to 0 vote not to ratify the Kyoto treaty
without participation by developing countries; and for the failure of the U.S. government to take
any serious initiative to begin limiting US GHG emissions growth. Meanwhile, the EU and most
developing countries repeatedly opposed or sought to restrict the participation of developing
countries and the flexibility mechanisms (including global emissions trading and broad inclusion
of sinks) that would have enabled collective progress at reasonable cost. This opposition set the
stage for Bush's protestation that Kyoto would be too costly.

When the Bush-Cheney Administration announced that it would not pursue Kyoto, it was loudly
killing a quietly dying duck. Bush thereby succeeded in taking the blame for killing Kyoto,
without actually doing very much to change reality. Ironically, Bush's position has now stirred
up much more pressure for real action than would have arisen had the US merely plodded along
with the interminable process of trying to negotiate the implementation and compliance issues
that had bogged down at The Hague. Now that the bubble has been burst, the way is cleared to
start on reconstructing the international climate regime into a form that is more realistic and
more responsive to the nature of climate risks and the character of the efforts needed to manage
those risks wisely.

Some basic elements in the Kyoto design -- its use of quantitative multi-year emissions targets
with emissions trading, and a comprehensive approach that includes all major greenhouse gases
and their sources and sinks -- are sound; they have been consistent US policy across
administrations of both parties at least since 1989 (Stewart & Wiener 1990; DOJ 1991; Wiener
2001). There are, however, two basic flaws in Kyoto: the failure to nail down implementation
and comp!iance mechanisms prior to fixing binding targets, and the failure to engage developing
country participation. These gaps polarized the post-Kyoto talks on implementation and
flexibility mechanisms, and in turn helped make the Kyoto targets both excessively costly and
inadequately environmentally protective.
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In order to reconstruct climate policy on a sound footing, we propose a two-stage strategy that
the US should mount at the international level in order to correct Kyoto’s flaws. In order to be a
credible player in the international climate negotiations and to protect important national
interests, the US should also follow a two stage domestic strategy in order to lay the groundwork
for and then begin to implement GHG emissions reductions. These two sets of initiatives should
be coordinated and mutually supportive.

Throughout, US policy should be guided by the fundamental point that getting the institutional
design right for the long run is far more important than either rushing ahead with hasty symbolic
commitments or stonewalling to seem strong. Once adopted, the institutional design may be
very difficult to revise; there will be high costs of undoing early mistakes.

The US Cannot Afford Climate Isolationism

As the Bush Administration has acknowledged, the US cannot afford to ignore climate issues, do
nothing about GHG emissions, and sit on the sidelines while other countries design a global
regime that the US will later wish it had helped shape. The US has strong national interests in
fashioning a responsible, well-designed global regime for GHG limitations.

Climate policy is not solely an environmental issue; it is also a global economic and strategic
issue. First, the US will suffer significant environmental harms as a result of unchecked rapid
warming, especially over the longer run. Moreover, in an interconnected global economy, US
businesses will be harmed if other countries’ incomes falter due to climate change. Second, the
US will suffer economically if it is excluded from the design and operation of international
emissions trading. Many US firms have the technology and know-how to achieve GHG
limitations and help run efficient emissions trading markets. Also, the availability of
international trading and the comprehensive approach will be of tremendous cost-saving
importance to the US in.implementing, sooner or later, domestic GHG limitations. These
opportunities are likely to be sharply restricted if the US fails to remain a credible international
player and thereby cannot counter efforts by the EU and others to restrict or kill flexibility. Other
countries are moving ahead with domestic emissions trading systems that may become models
for global trading, but on terms that may hinder full flexibility unless the US actively participates
in trading design. Third, the US has global strategic interests in a wide array of other issues. If
the US fails to address seriously the climate policy positions and interests of others -- major
OECD countries; Russia, the Ukraine, and other economies in transition who may be deprived of
the opportunity (negotiated by the US at Kyoto) to sell emissions allowances; and major
developing countries who be harmed by climate change -- it is likely to engender widespread
resentment and suspicion that will make it more difficult to engage their cooperation on trade,
security, and other US priority issues.

Prudent Investment in Climate Insurance is Warranted
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Investment in initial steps to limit GHG emissions growth is prudent insurance against the risks
of climate change. Recent reports by the Intergovernmental Panel on Climate Change (IPCC)
and a National Academy of Sciences panel convened at the request of the White House confirm
that rising GHG emissions due to human activities are already causing the earth's atmosphere to
warm and that the rate and extent of warming will increase significantly over this century -- in
the range of 1.5 and 5 degrees C -- if steps are not taken to limit growth in net emissions (IPCC
2001, NAS 2001). The impacts of global warming at this pace are likely to be adverse on
balance. The recent synthesis by Tol (2001a, 2001b) of climate change impacts on key
endpoints -- agriculture, forestry, water resources, energy consumption, sea level rise,
ecosystems, and human health -- indicates that some initial warming (1 degree C) and CO2
fertilization may help agriculture and human health in some areas (including the OECD, Russia
and China), for an early gain of 1 to 3% of GDP; but that this climate change will have adverse
impacts in poorer areas (especially Africa and Southeast Asia, which would lose 1 to 4% of
GDP); and that the impacts of greater warming will become adverse worldwide over time,
including losses of 1 to 2% in OECD countries and 4 to 9% in developing countries (except for
China, which exhibits persistent gains from climate change of about 2% of GDP). And, Tol’s
synthesis does not account for other adverse impacts, such as fisheries losses, extreme weather
events, and the possibility of catastrophic changes in ocean currents or other critical natural
systems.

While many uncertainties remain regarding the future rate of warming and its impacts, based on
what we know now the risks of climate change are sufficiently serious to justify a reasonable
investment in insurance, at least against very rapid or large changes. Both as individuals and as
societies we often invest in preventive measures against uncertain future risks (e.g. the Bush
Administration's new plans for a missile defense). Waiting for definitive evidence of harm can
mean waiting until it is too late to do anything about the problem. At the same time, insurance is
not free, and policy should react responsibly to risk. Climate change will most likely occur
gradually, although at an increasing pace, over a long time period. Further, global temperature is
not a function of current emissions but of the total stock (concentration) of GHGs in the
atmosphere. Current emissions, which cannot be changed very rapidly in any event, are but a
small portion of the total stock. Cost-effective climate insurance should accordingly focus on an
institutional design for GHG limitations that is sustainable and efficient over the long run rather
than on crash short-run reductions.

Effective climate insurance will require some regulatory limits on GHG emissions. The essential
problem today is that the global atmosphere is being treated as an open-access resource. With no
constraints on its use as a disposal site for GHG emissions, the atmosphere is being overused in a
classic "tragedy of the commons." Regulatory solutions include access fees (taxes) and parceling
of property rights (tradable allowances). Of course, regulation is only one tool among several in
a sound climate policy. Wise policy must strike a good balance between prevention measures
and adaptation measures. Technology R&D, innovation and investment need to start now in both
the public and private sectors. Market and institutional failures and subsidies that blunt the
market incentives to conserve energy and otherwise reduce GHG emissions should be corrected.
Public and private sector initiatives to reduce GHG-intensity should be encouraged. Such
measures alone, however, can not deal adequately with the climate change externalities resulting
from the atmosphere’s current treatment as an open-access resource.
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Sound Regulatory Design Can Make the Costs of Climate Insurance Reasonable

Taking the first steps in a transition from a high- to a low-GHG economy will not be a free
lunch. The costs of meeting the Kyoto targets through wholly domestic measures to reduce CO2
emissions had been estimated at 1 to 4% of GDP in the US and other industrialized countries
(Manne & Richels 2000; Shogren 2000). But as we reconstruct climate policy, these costs can
be reduced substantially — perhaps up to 90% -- by intelligent regulatory design, using the most
cost-effective means over appropriate time scales. Regulatory design for achieving GHG
limitations should incorporate two basic principles:

First, regulatory limitations on GHG emissions should be phased in, quite modest at first and
then building over time if new evidence indicates that continued investment in insurance against
climate risks is justified. This strategy accords with the GHG stock/flow structure, the fact that it
will be less costly to achieve limitations in the future with the benefit of new technologies and
turnover of the capital stock, and the gains from incurring costs later rather than sooner.
Attempting sharp cuts now will be quite costly and do little to contribute to reducing emissions
growth in the long run. Substantial lead times are also required to construct the institutional and
technological foundations of a sound emissions limitations program.

Second, emissions limitations should be achieved by the most cost-effective means. Because the
long-term costs of limiting GHG emissions are potentially large, and because of the need for
low-GHG technology development and investment in order to limit those costs, it is essential to
use market-based regulatory instruments that foster cost-saving and innovation-enhancing
flexibility. Such flexibility can best be achieved through (i) the comprehensive approach,
including all major GHGs, sources, and sinks; (ii) international and domestic emissions trading;
and (iii) expressing targets in terms of cumulative emissions over periods of time.

Kyoto's Design Successes

Kyoto's basic regulatory design -- a comprehensive approach, a cap and trade system, and multi-
year commitment periods -- is sound; it promotes flexibility and cost-effectiveness. These
elements, which were advanced in the first Bush Administration by us and others (e.g. Stewart &
Wiener 1990, 1992; DOJ 1991) and advocated in the Clinton-Gore administration as well (see
Wiener 2001) are good, nonpartisan policy ideas. Although the comprehensive approach and
emissions trading have been criticized from some quarters, they remain essential ingredients of
climate policy. ~

The Comprehensive Approach. Because there is so much variety in GHG limitation
opportunities across gases and sectors, the comprehensive approach would yield large cost
savings -- 60% or more -- relative to an approach that fixes limits for CO alone (Reilly et al.
1999). The comprehensive approach is also environmentally necessary to prevent perverse shifts
in emissions from regulated gases (such as CO2) and sectors to unregulated ones (such as CH4),
which could unintentionally exacerbate climate change (Wiener 1995). And it yields valuable
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side benefits in reduction of other pollutants (Hansen 2000). Criticisms of the comprehensive
approach as too complex and difficult to implement and are misplaced. Simplified, conservative
default rules can be adopted to deal with cross-gas comparison indices and difficult-to-measure
GHGs such as agricultural CH4 and CO2 sinks; these rules can be revised as monitoring and
measurement techniques improve (Stewart & Wiener 1992).

Emissions Trading. Because there is so much variety in GHG limitation opportunities across
countries, flexibility through emissions trading would yield large cost savings. Studies indicate
that full international emissions trading would reduce the global costs of abatement by about
75% compared to wholly domestic CO2 emissions limitations (e.g. Manne & Richels 2000).

(If the 60% savings from adopting the comprehensive approach is additive, which is plausible
because the models of emissions trading assume CO2-only policies, then the combined cost
savings from both comprehensiveness and trading could be 90% compared to a CO2-only policy
with national caps and no trading. Thus reducing US emissions to 7% below 1990 levels -- the
Kyoto target -- could cost not 1 to 4% of GDP but 0.1 to 0.4% of GDP. As discussed below,
however, the models unrealistically assume perfectly efficient implementation.)

In principle, taxes and emissions trading can achieve similar results. But at the global level, GHG
emissions trading has several important advantages over GHG taxes. An international system of
compulsory taxation is without precedent and contrary to traditional notions of national
sovereignty; cap and trade regulatory systems have more affinities with traditional international
environmental regulatory regimes. The effectiveness of an international system of GHG taxes
would be severely compromised by "fiscal cushioning" games; countries would attempt to soften
the domestic impact by adjusting their other taxes and subsidies in ways that would be very hard
to police (Wiener 1999). Further, developing countries would never agree to impose the same
tax levels as industrialized countries; lack of uniformity would result in significant leakage to
lower tax nations. Also, taxes cannot meet the need for significant side payments (transfers of
capital and technology) to developing countries to attract their participation and meet their equity
concerns. Direct side payments to engage participation would undercut the incentive effect of
emissions taxes. Emissions trading can solve these problems by maintaining a cap on total
emissions while assigning extra allowances in excess of a country's current emissions to induce
participation by countries, including developing countries and nations such as Russia and the
Ukraine, who otherwise perceive no net national benefit to participation. These extra allowances
should be seen as "headroom," not "hot air" — as the necessary price to engage participation
(Wiener 1999).

Despite its overall superiority, intemational GHG emissions trading does face some potential
implementation difficulties. These include the risk that quantity limits on emissions could result
in unexpectedly high compliance costs, potential problems of market power and transaction
costs, and the compatibility of international emissions trading with domestic regulatory systems
that rely on other instruments. We agree that these issues need attention; reasonable means for
addressing them have been or are being developed.
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Kyoto’s Design Failures

Notwithstanding the Kyoto Protocol’s good points, its negotiators made two major design
mistakes that require correction in future international agreements. First, they adopted
quantitative emissions limitations without agreement on the ground rules for measuring
reductions of GHG sources, enhancement of GHG sinks, and emissions trading and JYCDM
projects. The treaty accordingly fails to assure the most cost-effective means for achieving
targets, including full scope for the comprehensive approach and international emissions trading.
The adoption of targets without clarifying the permitted means for achieving them also made it
impossible to predict the costs of achieving the targets and undermined the development of
national and international measures for implementation. Worse, this confusion gave running
room to those countries and interest groups who oppose the comprehensive approach and
emissions trading for ideological reasons or out of economic self-interest; they have pushed all
manner of restrictions on comprehensiveness and trading, castigating flexibility as an attempt to
weaken the targets. The result was the post-Kyoto negotiation stalemate, which helped delay
abatement efforts to the point that the Kyoto targets have now become unattainable.

The second basic design flaw in Kyoto was its failure to face squarely the issue of developing
country participation. The complete omission of any developing country obligations, now or in
the future, is contrary to the approach taken in prior global environmental treaties and to the
principle of "common but differentiated" responsibility in the FCCC. A sound global climate
regime must involve limitations obligations by all nations with significant sources and sinks,
including developing countries, in order to ensure that the climate is actually protected; that the
lowest-cost abatement opportunities can be tapped worldwide; that free-riding on limitations
efforts by others is deterred; and that cross-border "leakage" of emissions is constrained. In
short, the omission of developing countries makes the treaty much less (if at all) environmentally
effective, and much more costly.

The developing countries have strong equity arguments, reinforced by practical economic and
political considerations, that the industrialized countries should take the lead and the major
burden of emissions limitations. Under international law, no country can be bound by a treaty
without its consent; thus participation must be attracted. As discussed above and developed
further below, there are a number of ways of meeting developing countries' concerns while
attracting their participation in cooperative emissions limitations.

Reconstructing Climate Policy

In light of the successes and failures of the Kyoto Protocol, the US should lead a reconstruction
effort in order to build a better institutional design for climate policy. These efforts should
proceed simultaneously at the international and national levels; the steps at each level would be
in two linked stages. The first stage would lay the groundwork for the second, which would
involve new international limitations targets and domestic GHG limitations.
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Building A New International Climate Regime. At the international level, our proposed
arrangement would be adopted in two stages, through protocols or other subsidiary agreements
under the 1992 Framework Convention on Climate Change (FCCC).

The First Stage -- which could be concluded promptly, within a year -- would be an agreement
among all industrialized countries and any interested developing countries who wished to
participate to make pledges to limit cumulative net GHG emissions over ten years (say, 2005-
2015), with a five year interim goal, progress reporting, and review provisions. Emissions
limitation pledges would be fully comprehensive, measured in terms of net emissions of all
major GHGs. Abatement efforts could include any reduction in sources or enhancement of sinks
that would help achieve the pledged goal, under default measurement rules to address
uncertainty. The agreement would authorize cooperative cross-border abatement efforts through
emissions trading or credit trading on the JI/CDM model, by national governments, private
sector firms, and NGOs who wish to participate in such arrangements. It would provide for an
international registry for such transactions. The OECD countries would provide substantial
capacity-building assistance to developing countries wishing to participate in such arrangements.
This international agreement would not itself include any penalties (beyond reputational costs)
for exceeding the pledged goals, but individual countries or groups of countries through bilateral
or multilateral agreements could, if they chose, make such goals legally binding. The First Stage
would also include a commitment by all countries to negotiate a follow-on Second Stage
agreement with binding targets, and to accord credit against these new targets for net GHG
emissions reductions achieved in accordance with First Stage pledges.

The Second Stage agreement would contain binding cumulative net emissions limitations for an
initial commitment period (such as 5, 8, or 10 years), based on agreed implementation and
compliance ground rules on comprehensiveness and flexibility mechanisms (including sinks and
emissions trading) and on compliance assurance measures. The circumstance that no limitations
commitments could be made until implementation and compliance matters were resolved would
provide a strong impetus for prompt resolution of those matters. Aggregate emissions limits
would be set at levels for which the costs (given flexibility mechanisms) would be reasonable in
light of the expected benefits (see e.g. Hammitt 1999). The agreement would authorize full
global emissions trading among countries with national targets. Its compliance assurance
provisions might include, inter alia, penalties for excess emissions at a set rate per ton of carbon-
equivalent; penalty revenues might be invested in compensatory abatement.

The Second Stage at the international level would provide several “windows” for inclusion of
developing countries, including:

1. Clarifying and streamlining the CDM on market-based lines, and structuring it to
encourage sector-wide approaches that minimize cross-project leakage. The CDM could
also provide for bilateral sector-base technology transfer and assistance/credit
arrangements between industrialized and developing countries.

2. Inviting voluntary national participation in emissions trading, including on a sector-based
approach that would permit participation at scale without overall national caps.
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3. Providing principles for the voluntary accession of developing countries to a global cap
and trade system, with assignment of "headroom" allowances that developing countries
could use or sell at a profit.

4. Agreeing on principles of automatic, incremental participation ("graduation") by
developing countries in the global cap and trade system, once each country reaches pre-
agreed levels of per capita income, with appropriate allocations of headroom.

The first three mechanisms would be transitional to the fourth. The overall suite of mechanisms
would be established with a view to ensuring significant and increasing participation by
developing countries in the global emissions limitation effort, toward a full global
comprehensive cap-and-trade system.

Building a Domestic US Climate Policy. We also propose a two-stage process for the adoption
of domestic US measures in tandem with the two stages at the international level. The domestic
First Stage would not impose binding GHG limitations but would lay the groundwork for such
measures, encourage voluntary emissions limitations and trading, and launch some of the non-
regulatory elements of a serious US climate policy. At the Second Stage, the US would adopt
domestic GHG limitations utilizing the comprehensive approach and domestic and international
trading to the maximum feasible extent. These limitations would only be adopted in conjunction
with international adoption of a climate agreement with binding limitations, maximum scope for
flexibility, developing country participation, and a sensible incremental path to reductions. A US
commitment to adopt domestic limitations is essential for its international credibility and ability
to promote a sound global climate regime. Emissions trading and the comprehensive approach
require emissions caps at some level. The US cannot persuasively advocate these flexibility
mechanisms unless it eventually adopts caps itself. Nor, for similar reasons, can it persuade
developing countries to join the emissions limitation effort unless it does so itself.

The US domestic First Stage would jump start voluntary domestic emissions limitations and
domestic and international emissions trading, using the power of information and the prospect of
second-stage regulation to provide incentives for early limitations efforts. A White House
Climate Policy Office would develop a National Climate Protection Plan for limiting net US
GHG emissions with quantitative goals and timetables; a national Climate Protection Scorecard
would monitor and report progress. The plan would form the basis for the US pledge under Stage
One of the international initiative described above. The government would establish
comprehensive GHG emissions monitoring, record keeping, and reporting protocols and
procedures for domestic sources and sinks and for projects abroad financed by US sources. It
would phase in mandatory monitoring and reportmg by domestic sources to create a Climate
Release Inventory.

The President would be authorized to contract with business and other private entities to achieve
reductions in net GHG emissions relative to spec1ﬁed baselines, in return for certified reduction
credits that could be applied against future emissions limitation regulations. Credits would be
accorded to actions taken outside as well as within the US. Credits could be traded domestically
and internationally. Credits or allowances issued by other countries could be recognized in the
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US under mutual recognition arrangements. The U.S. would develop a domestic credit registry
and actively support the development of an international registry.

In addition, the government would initiate a program of low-GHG technology R&D, with an
emphasis on basic science; take steps to identify and correct market barriers and non-market
barriers (including existing government programs and policies) to adoption of measures to
reduce energy use and otherwise reduce GHG emissions; and develop programs to reduce net
GHG emissions by the government sector.

The federal government would also undertake the design of a domestic US cap and trade system,
including consideration of sectoral design (e.g. electricity, transportation); point of application
(upstream, downstream, mixed designs); and other regulatory/incentive measures for sectors and
activities where trading may not be feasible. It should study the design and feasibility a hybrid
trading/fee system under which sources with excess emissions would be required to purchase
extra allowances from the government at a pre-set price. (This “safety valve” arrangement could
protect against unexpectedly high abatement costs, but might allow emissions to grow
excessively if the price were set too low.) The revenues from such a scheme might be invested
in domestic and international abatement efforts. The government would also study the design,
equity and efficiency characteristics of programs to ease impacts on sectors and localities that
will be hard hit by GHG regulation.

The US domestic Second Stage program, building on the work done and experience gained in the
First Stage, would adopt domestic regulatory net emissions limitations, with primary reliance on
cap and trade using a comprehensive approach to all GHGs, plus other supplemental regulatory
measures where necessary. Caps would be set as cumulative limits for a substantial period (e.g.,
ten years). Regulation could be phased in by sector — for example, utilities, heavy industry and
transportation might go first. But there should be opportunities for opt in by other sources (asin
the US SO2 trading program), and purchase of external credits by covered sources, both from
domestic and international sellers. Maximum opportunities for international trading should be
incorporated into the sysfem. In the Second Stage, the US could adopt integrated multipollutant
legislation now being considered to control several major pollutants in concert — such as SOx,
NOx, Hg, CO2, and CH4 -- thereby improving environmental effectiveness and reducing costs
compared to piecemeal legislation. The government might also adopt programs (beyond
issuance of allowances) to ease the impact of GHG emissions limitations on the most adversely
affected sectors and localities, such as possible recycling of revenues from sales of excess
permits.

The Path Forward

It would be premature to propose specific targets for either international or domestic GHG
limitations. The costs and benefits of such targets depend on many interacting factors in addition
to the target itself, including the length of the relevant commitment period, the amount of
preceding lead time, the breadth of the comprehensive approach, the scope for emissions trading,
and the extent of developing country participation. Moreover, even if these variables were
specified, we do not have studies that would enable us to estimate the costs and benefits of
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achieving such targets. Almost all of the cost studies that we now have deal with CO2 emissions
only, ignoring the cost savings and environmental gains afforded by the comprehensive
approach. On the other hand, the available studies generally make the unrealistic assumption of
perfectly efficient implementation. Because better information about costs and benefits is
essential to wise decisions on targets, it is imperative that the quantitative capabilities of the
IPCC be invigorated and that it undertake the needed studies. The US should also sponsor a new
generation of cost and benefit studies, looking both at the US and globally, as part of the new
Climate Protection Plan.

The elements of climate policy set forth in this essay are sound. Whether they will be accepted
by enough countries, both industrialized and developing, to establish an effective international
climate regime within the near future is another matter. Under the international law principle of
voluntary assent, nations will join such a regime only if they determine doing so is in their
interest. For example, the developing countries, who may suffer the greatest harms from climate
change, will ultimately have to decide for themselves whether they should continue their
opposition to any participation in the global limitations effort once it becomes clear that such an
effort will not go forward unless they join. One thing is clear, however. In order to maximize
the chances of assent by a sufficient number of nations, the means for limiting GHG emissions
should be as cost effective as possible. It is past time to stop moralizing about means and get on
with the effort to build an effective, low-cost international climate protection program in order to
obtain prudent climate insurance.

Conclusions

The Kyoto Protocol was "deep, then broad": it set tight targets among a narrow group of
countries now, and hoped to broaden later. Instead, we agree with others who have urged that
climate policy be "broad, then deep" (Hahn 1998; Schmalensee 1998; Shogren 2000): it should
design the institutions that will attract broad global participation by all key emitters, and that
embody the comprehensive approach and emissions trading; only then should it take steps to
adopt more stringent emissions limitations.

The phased approach proposed herein, at both the domestic and international levels, may seem
too aggressive for some and too timid for others. To those who find our program too aggressive,
especially US skeptics of Kyoto, we make three basic points. First, the climate change problem is
serious enough to warrant an initial investment in climate insurance if it can be obtained a
reasonable cost. Second, the program that we propose represents sound environmental and
economic policy and, through essential design elements, provides climate insurance at costs that
are reasonable and justified. Third, important US economic and strategic as well as
environmental interests require that it be a credible, effective player in the development of
international climate policy; our program would assure protection of these interests. The US
cannot let a new regime of international emissions trading be designed by others. The key to
sensible climate policy is to get the institutional design right from the outset; the US must be a
major participant in that effort.

To those, both at home and abroad, who view our proposal as unduly timid, we emphasize the
need for prudence and realism. Our collective reach should exceed our current grasp; that is what
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political leadership and international cooperation are all about. But it would disserve the integrity
of the international regime for the US (or the EU, Japan, or others) to sign on to commitments in
a global pact that it is unable to deliver. We have had enough experience with the pathologies of
symbolic legislation and overinflated rhetorical commitments in our own domestic
environmental legislation to know not to repeat such mistakes on a larger scale. We have seen
unachievable targets and timetables consciously adopted, only to result in performance shortfalls
and deferred timetables that weaken the credibility of regulatory standards and foster public
cynicism about environmental law. A climate treaty that makes grand promises but does little to
slow global warming at high cost will not only be a climate policy failure but will also
undermine the case for other needed international environmental protection regimes in the future.
These admonitions were appropriately heeded in the FCCC in 1992, but neglected in Kyoto in
1997. They need to be taken seriously in 2001 and beyond.
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The potential for human-induced climate change is a serious issue, posing a long-
term risk.

The level and timing of the risk are not well defined, as climate science has many
remaining uncertainties

Responsible, voluntary economic actions to reduce risk are appropriate.
Renewables likely to play only a niche role for many years.

Better path forward than Kyoto is needed and feasible.

— Focus needs to be on deployment of existing technology and creation of
advanced concepts.
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Reconstructing Climate Policy:
‘What the US Should Do Now

Richard B. Stewart (New York University) and Jonathan B. Wiener (Duke University)

The Current Situation

In the wake of the impasse over the climate change treaty negotiations at The Hague in late 2000,
and the new Bush Administration's recent repudiation of the Kyoto Protocol, where now? What
should the US government, and the world, do next?

President Bush has had the political misfortune to be the messenger of facts everyone knew. By
late 2000 it was evident that the US could not achieve its Kyoto Protocol limitations on
greenhouse gas (GHG) emissions domestically without unacceptable cost and disruption, nor
could most other industrialized countries, including Japan and much of Europe. Bush took the
heat for the Clinton-Gore Administration's signing of Kyoto in 1997 without getting firm
agreement on the means of compliance, especially regarding emissions trading and sinks, or on
developing country participation; for the US Senate’s 95 to 0 vote not to ratify the Kyoto treaty
without participation by developing countries; and for the failure of the U.S. government to take
any serious initiative to begin limiting US GHG emissions growth. Meanwhile, the EU and most
developing countries repeatedly opposed or sought to restrict the participation of developing
countries and the flexibility mechanisms (including global emissions trading and broad inclusion
of sinks) that would have enabled collective progress at reasonable cost. This opposition set the
stage for Bush's protestation that Kyoto would be too costly.

When the Bush-Cheney Administration announced that it would not pursue Kyoto, it was loudly
killing a quietly dying duck. Bush thereby succeeded in taking the blame for killing Kyoto,
without actually doing very much to change reality. Ironically, Bush's position has now stirred
up much more pressure for real action than would have arisen had the US merely plodded along
with the interminable process of trying to negotiate the implementation and compliance issues
that had bogged down at The Hague. Now that the bubble has been burst, the way is cleared to
start on reconstructing the international climate regime into a form that is more realistic and
more responsive to the nature of climate risks and the character of the efforts needed to manage
those risks wisely. . P

Some basic elements in the Kyoto design -- its use of quantitative multi-year emissions targets
with emissions trading, and a comprehensive approach that includes all major greenhouse gases
and their sources and sinks -- are sound; they have been consistent US policy across
administrations of both parties at least since 1989 (Stewart & Wiener 1990; DOJ 1991; Wiener
2001). There are, however, two basic flaws in Kyoto: the failure to nail down implementation
and compliance mechanisms prior to fixing binding targets, and the failure to engage developing
country participation. These gaps polarized the post-Kyoto talks on implementation and
flexibility mechanisms, and in turn helped make the Kyoto targets both excessively costly and
inadequately environmentally protective.
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In order to reconstruct climate policy on a sound footing, we propose a two-stage strategy that
the US should mount at the international level in order to correct Kyoto’s flaws. In order to be a
credible player in the international climate negotiations and to protect important national
interests, the US should also follow a two stage domestic strategy in order to lay the groundwork
for and then begin to implement GHG emissions reductions. These two sets of initiatives should
be coordinated and mutually supportive.

Throughout, US policy should be guided by the fundamental point that getting the institutional
design right for the long run is far more important than either rushing ahead with hasty symbolic
commitments or stonewalling to seem strong. Once adopted, the institutional design may be
very difficult to revise; there will be high costs of undoing early mistakes.

The US Cannot Afford Climate Isolationism

As the Bush Administration has acknowledged, the US cannot afford to ignore climate issues, do
nothing about GHG emissions, and sit on the sidelines while other countries design a global
regime that the US will later wish it had helped shape. The US has strong national interests in
fashioning a responsible, well-designed global regime for GHG limitations.

Climate policy is not solely an environmental issue; it is also a global economic and strategic
issue. First, the US will suffer significant environmental harms as a result of unchecked rapid
warming, especially over the longer run. Moreover, in an interconnected global economy, US
businesses will be harmed if other countries’ incomes falter due to climate change. Second, the
US will suffer economically if it is excluded from the design and operation of international
emissions trading. Many US firms have the technology and know-how to achieve GHG
limitations and help run efficient emissions trading markets. Also, the availability of
international trading and the comprehensive approach will be of tremendous cost-saving
importance to the US in implementing, sooner or later, domestic GHG limitations. These
opportunities are likely to be sharply restricted if the US fails to remain a credible international
player and thereby cannot counter efforts by the EU and others to restrict or kill flexibility. Other
countries are moving ahead with domestic emissions trading systems that may become models
for global trading, but on terms that may hinder full flexibility unless the US actively participates
in trading design. Third, the US has global strategic interests in a wide array of other issues. If
the US fails to address seriously the climate policy positions and interests of others -- major
OECD countries; Russia, the Ukraine, and other economies in transition who may be deprived of
the opportunity (negotiated by the US at Kyoto) to sell emissions allowances; and major
developing countries who be harmed by climate change -- it is likely to engender widespread
resentment and suspicion that will make it more difficult to engage their cooperation on trade,
security, and other US priority issues.

Prudent Investment in Climate Insurance is Warranted
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Investment in initial steps to limit GHG emissions growth is prudent insurance against the risks
of climate change. Recent reports by the Intergovernmental Panel on Climate Change (IPCC)
and 2 National Academy of Sciences panel convened at the request of the White House confirm
that rising GHG emissions due to human activities are already causing the earth's atmosphere to
warm and that the rate and extent of warming will increase significantly over this century -~ in
the rr age of 1.5 and 5 degrees C -- if steps are not taken to limit growth in net emissions (IPCC
2001, NAS 2001). The impacts of global warming at this pace are likely to be adverse on
balance. The recent synthesis by Tol (2001a, 2001b) of climate change impacts on key
endpoints - agriculture, forestry, water resources, energy consumption, sea level rise,
ecosystems, and human health -- indicates that some initial warming (1 degree C) and CO2
fertilization may help agriculture and human health in some areas (including the OECD, Russia
and China), for an early gain of 1 to 3% of GDP; but that this climate change will have adverse
impacts in poorer areas (especially Africa and Southeast Asia, which would lose 1 to 4% of
GDP); and that the impacts of greater warming will become adverse worldwide over time,
including losses of 1 to 2% in OECD countries and 4 to 9% in developing countries (except for
China, which exhibits persistent gains from climate change of about 2% of GDP). And, Tol’s
synthesis does not account for other adverse impacts, such as fisheries losses, extreme weather
events, and the possibility of catastrophic changes in ocean currents or other critical natural
systems.

While many uncertainties remain regarding the future rate of warming and its impacts, based on
what we know now the risks of climate change are sufficiently serious to justify a reasonable
investment in insurance, at least against very rapid or large changes. Both as individuals and as
societies we often invest in preventive measures against uncertain future risks (e.g. the Bush
Administration's new plans for a missile defense). Waiting for definitive evidence of harm can
mean waiting until it is too late to do anything about the problem. At the same time, insurance is
not free, and policy should react responsibly to risk. Climate change will most likely occur
gradually, although at an increasing pace, over a long time period. Further, global temperature is
not a function of current emissions but of the total stock (concentration) of GHGs in the
atmosphere. Current emissions, which cannot be changed very rapidly in any event, are but a
small portion of the total stock. Cost-effective climate insurance should accordingly focus on an
institutional design for GHG limitations that is sustainable and efficient over the long run rather
than on crash short-run reductions.

Effective climate insurance will require some regulatory limits on GHG emissions. The essential
problem today is that the global atmosphere is being treated as an open-access resource: With no
constraints on its use as a disposal site for GHG emissions, the atmosphere is being overused in a
classic "tragedy of the commons." Regulatory solutions include access fees (taxes) and parceling
of property rights (tradable allowances). Of course, regulation is only one tool among several in
a sound climate policy. Wise policy must strike a good balance between prevention measures
and adaptation measures. Technology R&D, innovation and investment need to start now in both
the public and private sectors. Market and institutional failures and subsidies that blunt the
market incentives to conserve energy and otherwise reduce GHG emissions should be corrected.
Public and private sector initiatives to reduce GHG-intensity should be encouraged. Such
measures alone, however, can not deal adequately with the climate change externalities resulting
from the atmosphere’s current treatment as an open-access resource.

CEQ 000116



Sound Regulatory Design Can Make the Costs of Climate Insurance Reasonable

Taking the first steps in a transition from a high- to a low-GHG economy will not be a free
lunch. The costs of meeting the Kyoto targets through wholly domestic measures to reduce CO2
emissions had been estimated at 1 to 4% of GDP in the US and other industrialized countries
(Manne & Richels 2000; Shogren 2000). But as we reconstruct climate policy, these costs can
be reduced substantially — perhaps up to 90% -- by intelligent regulatory design, using the most
cost-effective means over appropriate time scales. Regulatory design for achieving GHG
limitations should incorporate two basic principles:

First, regulatory limitations on GHG emissions should be phased in, quite modest at first and
then building over time if new evidence indicates that continued investment in insurance against
climate risks is justified. This strategy accords with the GHG stock/flow structure, the fact that it
will be less costly to achieve limitations in the future with the benefit of new technologies and
turnover of the capital stock, and the gains from incurring costs later rather than sooner.
Attempting sharp cuts now will be quite costly and do little to contribute to reducing emissions
growth in the long run. Substantial lead times are also required to construct the institutional and
technological foundations of a sound emissions limitations program.

Second, emissions limitations should be achieved by the most cost-effective means. Because the
long-term costs of limiting GHG emissions are potentially large, and because of the need for
low-GHG technology development and investment in order to limit those costs, it is essential to
use market-based regulatory instruments that foster cost-saving and innovation-enhancing
flexibility. Such flexibility can best be achieved through (i) the comprehensive approach,
including all major GHGs, sources, and sinks; (i) international and domestic emissions trading;
and (iii) expressing targets in terms of cumulative emissions over periods of time.

Kyoto's Design Successes

Kyoto's basic regulatory design -- a comprehensive approach, a cap and trade system, and multi-
year commitment periods -- is sound; it promotes flexibility and cost-effectiveness. These
elements, which were advanced in the first Bush Administration by us and others (e.g. Stewart &
Wiener 1990, 1992; DOJ 1991) and advocated in the Clinton-Gore administration as well (see
Wiener 2001) are good, nonpartisan policy ideas. Although the comprehensive approach and
emissions trading have been criticized from some quarters, they remain essential ingredients of
climate policy.

The Comprehensive Approach. Because there is so much variety in GHG limitation
opportunities across gases and sectors, the comprehensive approach would yield large cost
savings -- 60% or more - relative to an approach that fixes limits for CO; alone (Reilly et al.
1999). The comprehensive approach is also environmentally necessary to prevent perverse shifts
in emissions from regulated gases (such as CO2) and sectors to unregulated ones (such as CH4),
which could unintentionally exacerbate climate change (Wiener 1995). And it yields valuable
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side benefits in reduction of other pollutants (Hansen 2000). Criticisms of the comprehensive
approach as too complex and difficult to implement and are misplaced. Simplified, conservative
default rules can be adopted to deal with cross-gas comparison indices and difficult-to-measure
GHGs such as agricultural CH4 and CO2 sinks; these rules can be revised as monitoring and
measurement techniques improve (Stewart & Wiener 1992).

Emissions Trading. Because there is so much variety in GHG limitation opportunities across
countries, flexibility through emissions trading would yield large cost savings. Studies indicate
that full international emissions trading would reduce the global costs of abatement by about
75% compared to wholly domestic CO2 emissions limitations (e.g. Manne & Richels 2000).

(If the 60% savings from adopting the comprehensive approach is additive, which is plausible
because the models of emissions trading assume CO2-only policies, then the combined cost
savings from both comprehensiveness and trading could be 90% compared to a CO2-only policy
with national caps and no trading. Thus reducing US emissions to 7% below 1990 levels -- the
Kyoto target -- could cost not 1 to 4% of GDP but 0.1 to 0.4% of GDP. As discussed below,
however, the models unrealistically assume perfectly efficient implementation.)

In principle, taxes and emissions trading can achieve similar results. But at the global level, GHG
emissions trading has several important advantages over GHG taxes. An international system of
compulsory taxation is without precedent and contrary to traditional notions of national
sovereignty; cap and trade regulatory systems have more affinities with traditional international
environmental regulatory regimes. The effectiveness of an international system of GHG taxes
would be severely compromised by "fiscal cushioning" games; countries would attempt to soften
the domestic impact by adjusting their other taxes and subsidies in ways that would be very hard
to police (Wiener 1999). Further, developing countries would never agree to impose the same
tax levels as industrialized countries; lack of uniformity would result in significant leakage to
lower tax nations. Also, taxes cannot meet the need for significant side payments (transfers of
capital and technology) to developing countries to attract their participation and meet their equity
concerns. Direct side payments to engage participation would undercut the incentive effect of
emissions taxes. Emissions trading can solve these problems by maintaining a cap on total
emissions while assigning extra allowances in excess of a country's current emissions to induce
participation by countries, including developing countries and nations such as Russia and the
Ukraine, who otherwise perceive no net national benefit to participation. These extra allowances
should be seen as "headroom," not "hot air" — as the necessary price to engage participation
(Wiener 1999). -

Despite its overall superiority, international GHG emissions trading does face some potential
implementation difficulties. These include the risk that quantity limits on emissions could result
in unexpectedly high compliance costs, potential problems of market power and transaction
costs, and the compatibility of international emissions trading with domestic regulatory systems
that rely on other instruments. We agree that these issues need attention; reasonable means for
addressing them have been or are being developed.
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Kyoto’s Design Failures

Notwithstanding the Kyoto Protocol’s good points, its negotiators made two major design
mistakes that requlre correction in future international agreements. First, they adopted
quantitative emissions limitations without agreement on the ground rules for measuring
reductions of GHG sources, enhancement of GHG sinks, and emissions trading and JI/CDM
projects. The treaty accordingly fails to assure the most cost-effective means for achieving
targets, including full scope for the comprehensive approach and international emissions trading.
The adoption of targets without clarifying the permitted means for achieving them also made it
impossible to predict the costs of achieving the targets and undermined the development of
national and international measures for implementation. Worse, this confusion gave running
room to those countries and interest groups who oppose the comprehensive approach and
emissions trading for ideological reasons or out of economic self-interest; they have pushed all
manner of restrictions on comprehensiveness and trading, castigating flexibility as an attempt to
weaken the targets. The result was the post-Kyoto negotiation stalemate, which helped delay
abatement efforts to the point that the Kyoto targets have now become unattainable.

The second basic design flaw in Kyoto was its failure to face squarely the issue of developing
country participation. The complete omission of any developing country obligations, now or in
the future, is contrary to the approach taken in prior global environmental treaties and to the
principle of "common but differentiated" responsibility in the FCCC. A sound global climate
regime must involve limitations obligations by all nations with significant sources and sinks,
including developing countries, in order to ensure that the climate is actually protected; that the
lowest-cost abatement opportunities can be tapped worldwide; that free-riding on limitations
efforts by others is deterred; and that cross-border "leakage" of emissions is constrained. In
short, the omission of developing countries makes the treaty much less (if at all) environmentally
effective, and much more costly.

The developing countries have strong equity arguments, reinforced by practical economic and
political considerations, Ihat the industrialized countries should take the lead and the major
burden of emissions limitations. Under international law, no country can be bound by a treaty
without its consent; thus participation must be attracted. As discussed above and developed
further below, there are a number of ways of meeting developing countries' concerns while
attracting their participation in cooperative emissions limitations.

Reconstructing Climate Policy

In light of the successes and failures of the Kyoto Protocol, the US should lead a reconstruction
effort in order to build a better institutional design for climate policy. These efforts should
proceed simultaneously at the international and national levels; the steps at each level would be
in two linked stages. The first stage would lay the groundwork for the second, which would
involve new international limitations targets and domestic GHG limitations.
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Building A New International Climate Regime. At the international level, our proposed
arrangement would be adopted in two stages, through protocols or other subsidiary agreements
under the 1992 Framework Convention on Climate Change (FCCC).

The First Stage -- which could be concluded promptly, within a year -- would be an agreement
among all industrialized countries and any interested developing countries who wished io
participate to make pledges to limit cumulative net GHG emissions over ten years (say, 2005-
2015), with a five year interim goal, progress reporting, and review provisions. Emissions
limitation pledges would be fully comprehensive, measured in terms of net emissions of all
major GHGs. Abatement efforts could include any reduction in sources or enhancement of sinks
that would help achieve the pledged goal, under default measurement rules to address
uncertainty. The agreement would authorize cooperative cross-border abatement efforts through
emissions trading or credit trading on the JI/CDM model, by national governments, private
sector firms, and NGOs who wish to participate in such arrangements. It would provide for an
international registry for such transactions. The OECD countries would provide substantial
capacity-building assistance to developing countries wishing to participate in such arrangements.
This international agreement would not itself include any penalties (beyond reputational costs)
for exceeding the pledged goals, but individual countries or groups of countries through bilateral
or multilateral agreements could, if they chose, make such goals legally binding. The First Stage
would also include a commitment by all countries to negotiate a follow-on Second Stage
agreement with binding targets, and to accord credit against these new targets for net GHG
emissions reductions achieved in accordance with First Stage pledges.

The Second Stage agreement would contain binding cumulative net emissions limitations for an
initial commitment period (such as 5, 8, or 10 years), based on agreed implementation and
compliance ground rules on comprehensiveness and flexibility mechanisms (including sinks and
emissions trading) and on compliance assurance measures. The circumstance that no limitations
commitments could be made until implementation and compliance matters were resolved would
provide a strong impetus for prompt resolution of those matters. Aggregate emissions limits
would be set at levels for which the costs (given flexibility mechanisms) would be reasonable in
light of the expected benefits (see e.g. Hammitt 1999). The agreement would authorize full
global emissions trading among countries with national targets. Its compliance assurance
provisions might include, inter alia, penalties for excess emissions at a set rate per ton of carbon-
equivalent; penalty revenues might be invested in compensatory abatement.

The Second Stage at the international level would provide several “windows” for inclusion of
developing countries, including:

1. Clarifying and streamlining the CDM on market-based lines, and structuring it to
encourage sector-wide approaches that minimize cross-project leakage. The CDM could
also provide for bilateral sector-base technology transfer and assistance/credit
arrangements between industrialized and developing countries.

2. Inviting voluntary national participation in emissions trading, including on a sector-based
approach that would permit participation at scale without overall national caps.
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3. Providing principles for the voluntary accession of developing countries to a global cap
and trade system, with assignment of "headroom" allowances that developing countries
could use or sell at a profit.

4. Agreeing on principles of automatic, incremental participation ("graduation") by
developing countries in the global cap and trade system, once each country reaches pre-
agreed levels of per capita income, with appropriate allocations of headroom.

The first three mechanisms would be transitional to the fourth. The overall suite of mechanisms
would be established with a view to ensuring significant and increasing participation by
developing countries in the global emissions limitation effort, toward a full global
comprehensive cap-and-trade system.

Building a Domestic US Climate Policy. We also propose a two-stage process for the adoption
of domestic US measures in tandem with the two stages at the international level. The domestic
First Stage would not impose binding GHG limitations but would lay the groundwork for such
measures, encourage voluntary emissions limitations and trading, and launch some of the non-
regulatory elements of a serious US climate policy. At the Second Stage, the US would adopt
domestic GHG limitations utilizing the comprehensive approach and domestic and international
trading to the maximum feasible extent. These limitations would only be adopted in conjunction
with international adoption of a climate agreement with binding limitations, maximum scope for
flexibility, developing country participation, and a sensible incremental path to reductions. A US
commitment to adopt domestic limitations is essential for its international credibility and ability
to promote a sound global climate regime. Emissions trading and the comprehensive approach
require emissions caps at some level. The US cannot persuasively advocate these flexibility
mechanisms unless it eventually adopts caps itself. Nor, for similar reasons, can it persuade
developing countries to join the emissions limitation effort unless it does so itself.

The US domestic First Stage would jump start voluntary domestic emissions limitations and
domestic and international emissions trading, using the power of information and the prospect of
second-stage regulation to provide incentives for early limitations efforts. A White House
Climate Policy Office would develop a National Climate Protection Plan for limiting net US
GHG emissions with quantitative goals and timetables; a national Climate Protection Scorecard
would monitor and report progress. The plan would form the basis for the US pledge under Stage
One of the international initiative described above. The government would establish
comprehensive GHG emissions monitoring, record keeping, and reporting protocols and
procedures for domestic sources and sinks and for projects abroad financed by US sources. It
would phase in mandatory monitoring and reporting by domestic sources to create a Climate
Release Inventory.

The President would be authorized to contract with business and other private entities to achieve
reductions in net GHG emissions relative to specified baselines, in return for certified reduction
credits that could be applied against future emissions limitation regulations. Credits would be
accorded to actions taken outside as well as within the US. Credits could be traded domestically
and internationally. Credits or allowances issued by other countries could be recognized in the
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US under mutual recognition arrangements. The U.S. would develop a domestic credit registry
and actively support the development of an international registry.

In addition, the government would initiate a program of low-GHG technology R&D, with an
emphasis on basic science; take steps.to identify and correct market barriers and non-market
barriers (including existing government programs and policies) to adoption of measures to
reduce energy use and otherwise reduce GHG emissions; and develop programs to reduce net
GHG emissions by the government sector.

The federal government would also undertake the design of a domestic US cap and trade system,
including consideration of sectoral design (e.g. electricity, transportation); point of application
(upstream, downstream, mixed designs); and other regulatory/incentive measures for sectors and
activities where trading may not be feasible. It should study the design and feasibility a hybrid
trading/fee system under which sources with excess emissions would be required to purchase
extra allowances from the government at a pre-set price. (This “safety valve” arrangement could
protect against unexpectedly high abatement costs, but might allow emissions to grow
excessively if the price were set too low.) The revenues from such a scheme might be invested
in domestic and international abatement efforts. The government would also study the design,
equity and efficiency characteristics of programs to ease impacts on sectors and localities that
will be hard hit by GHG regulation.

The US domestic Second Stage program, building on the work done and experience gained in the
First Stage, would adopt domestic regulatory net emissions limitations, with primary reliance on
cap and trade using a comprehensive approach to all GHGs, plus other supplemental regulatory
measures where necessary. Caps would be set as cumulative limits for a substantial period (e.g.,
ten years). Regulation could be phased in by sector — for example, utilities, heavy industry and
transportation might go first. But there should be opportunities for opt in by other sources (as in
the US SO2 trading program), and purchase of external credits by covered sources, both from
domestic and international sellers. Maximum opportunities for international trading should be
incorporated into the sysfem. In the Second Stage, the US could adopt integrated multipollutant
legislation now being considered to control several major pollutants in concert — such as SOx,
NOx, Hg, CO2, and CH4 -- thereby improving environmental effectiveness and reducing costs
compared to piecemeal legislation. The government might also adopt programs (beyond
issuance of allowances) to ease the impact of GHG emissions limitations on the most adversely
affected sectors and localities, such as possible recycling of revenues from sales of excess
permits. g

The Path Forward

It would be premature to propose specific targets for either international or domestic GHG
limitations. The costs and benefits of such targets depend on many interacting factors in addition
to the target itself, including the length of the relevant commitment period, the amount of
preceding lead time, the breadth of the comprehensive approach, the scope for emissions trading,
and the extent of developing country participation. Moreover, even if these variables were
specified, we do not have studies that would enable us to estimate the costs and benefits of
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achieving such targets. Almost all of the cost studies that we now have deal with CO2 emissions
only, ignoring the cost savings and environmental gains afforded by the comprehensive
approach. On the other hand, the available studies generally make the unrealistic assumption of
perfectly efficient implementation. Because better information about costs and benefits is
essential to wise decisions on targets, it is imperative that the quantitative capabilities of the -
IPCC be invigorated and that it undertake the needed studies. The US should also sponsor a new
generation of cost and benefit studies, looking both at the US and globally, as part of the new
Climate Protection Plan.

The elements of climate policy set forth in this essay are sound. Whether they will be accepted
by enough countries, both industrialized and developing, to establish an effective international
climate regime within the near future is another matter. Under the international law principle of
voluntary assent, nations will join such a regime only if they determine doing so is in their
interest. For example, the developing countries, who may suffer the greatest harms from climate
change, will ultimately have to decide for themselves whether they should continue their
opposition to any participation in the global limitations effort once it becomes clear that such an
effort will not go forward unless they join. One thing is clear, however. In order to maximize
the chances of assent by a sufficient number of nations, the means for limiting GHG emissions
should be as cost effective as possible. It is past time to stop moralizing about means and get on
with the effort to build an effective, low-cost international climate protection program in order to
obtain prudent climate insurance.

Conclusions

The Kyoto Protocol was "deep, then broad": it set tight targets among a narrow group of
countries now, and hoped to broaden later. Instead, we agree with others who have urged that
climate policy be "broad, then deep" (Hahn 1998; Schmalensee 1998; Shogren 2000): it should
design the institutions that will attract broad global participation by all key emitters, and that
embody the comprehensive approach and emissions trading; only then should it take steps to
adopt more stringent emissions limitations.

The phased approach proposed herein, at both the domestic and international levels, may seem
too aggressive for some and too timid for others. To those who find our program too aggressive,
especially US skeptics of Kyoto, we make three basic points. First, the climate change problem is
serious enough to warrant an initial investment in climate insurance if it can be obtained a
reasonable cost. Second, the program that we propose represents sound environmental and
economic policy and, through essential design elements, provides climate insurance at costs that
are reasonable and justified. Third, important US economic and strategic as well as
environmental interests require that it be a credible, effective player in the development of
international climate policy; our program would assure protection of these interests. The US
cannot let a new regime of international emissions trading be designed by others. The key to
sensible climate policy is to get the institutional design right from the outset; the US must be a
major participant in that effort.

To those, both at home and abroad, who view our proposal as unduly timid, we emphasize the
need for prudence and realism. Our collective reach should exceed our current grasp; that is what

CEQ 000123



political leadership and international cooperation are all about. But it would disserve the integrity
of the international regime for the US (or the EU, Japan, or others) to sign on to commitments in
a global pact that it is unable to deliver. We have had enough experience with the pathologies of
symbolic legislation and overinflated rhetorical commitments in our own domestic
environmental legislation to know not to repeat such mistakes on a larger scale. We have seen
unachievable targets and timetables consciously adopted, only to result in performance shortfalls-
and deferred timetables that weaken the credibility of regulatory standards and foster public
cynicism about environmental law. A climate treaty that makes grand promises but does little to
slow global warming at high cost will not only be a climate policy failure but will also
undermine the case for other needed international environmental protection regimes in the future.
These admonitions were appropriately heeded in the FCCC in 1992, but neglected in Kyoto in
1997. They need to be taken seriously in 2001 and beyond.
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Discussion Paper

Regional Electrification Strategies for a Carbon-Constrained World

Summary

EPRI's Electricity Technology Roadmap—developed through an extensive series of
consultations among more than 150 industry, government, academic, and non-governmental
organizations—identifies the energy/carbon conflict as the key contingency upon which the
global energy future hinges. Indeed, decoupling the link between carbon emissions and
electricity generation will be one of the grand challenges of the 21 century, especially in
developing countries with rapidly growing populations and abundant fossil fitel resources. The
potential value of new technologies that reduce venting of carbon dioxide to the atmosphere is
enormous—literally amounting to trillions of dollars globally. However, the way forward is by
no means clear, and technology needs will vary substantially over time and across regions of the
globe.

This paper is intended to stimulate discussion of a proposal to form an international,
collaborative, public-private initiative that will help facilitate the transition to a sustainable
global energy future. The proposed initiative will (1) identify viable region-specific technology
paths for sustainable electncity growth, and (2) develop, demonstrate, and disseminate a robust
set of advanced electricity-sector technologies that contribute to stabilization of atmosphcnc
greenhouse gas concentrations.

The Challenge

The energy/carbon conflict has the potential to fundamentally change the path of global
electrification. As the EPRI Roadmap observes, “...the world will require 50-100% more
energy in 2050 than it does today [as a result of population growth and economic expansion]....
Without a major change in the structure and composition of the global energy system, the world
will have limited means:.for dealing with the growing energy/carbon challenge. ..The problem is
compounded by the fact that by 2050, 85% of the world’s population will be living in developing
countries, and those countries will account for the major part of the world’s greenhouse gas
emissions.”

Initial findings from the Global Energy Technology Strategy Program (established in 1998 by
Battelle Memorial Institute and EPRI) conclude that substantial technology breakthroughs are
essential both to stabilize greenhouse gas concenirations and to control costs. Furthermore, the
Program has identified the necessity of developing a portfolio of technologies to manage the
risks of climate change and to respond to evolving conditions.

Despite universal agreement that developing cost-effective responses will require larger
investments in energy technology R&D, public- and private-sector investments have declined
significantly since the 1980s. Moreover, neither public nor private investments are adequately
focused on the technologies that could be critical for stabilizing concentrations in the long term.
A well-coordinated program of international electricity research, development, demonstration,
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and dissemination is needed if the ultimate objective of the UN Framework Convention on
Climate Change” is to be met.
Response

In response to this challenge, EPRI is proposing a major initiative designed to identify and
facilitate the implementation of technology paths that address global climate change and
sustainable energy. The proposed initiative is international in scope, and will include both
private- and public-sector sponsors. Two principal activities are envisioned:

Phase I: Conduct analyses of electricity needs in various regions of the globe, to identify
technology paths that are required to meet the economic, environmental, and national security
goals of a region in 2 manner that is consistent with development patterns and indigenous
resources.

Phase II: Collaborate with development banks, goveroments, and the private sector domestically
and interationally to develop, demonstrate, and disseminate advanced electricity technologies,
consistent with the needs identified in the analysis phase.

Phase I will commence with a scoping study to be completed in 2001, providing the foundation
for preparation of a detailed implementation plan and building of a collaborative tear to fund
and engage in the initiative. The scoping study will have two key components—development
and application of a prototype framework for analyzing regional electrification strategics, and a
workshop attended by diverse stakeholders to review the prototype framework and preliminary
analyses, to suggest improvements, and to help outline the strategy and resource needs for
implementing the collaborative initiative. A key part of the workshop will be to determine how
best to deal with the range of issues such as air quality and socioeconommic issues that together
with economic considerations would largely determine a nation’s technological response to
carbon limits. Implementation of the remainder of Phase I will proceed subsequent to the
workshop, and is expected to take approximately two years to complete, at a cost of several
million dollars.

As analytical insights 4te generated, plans and funding for Phase II will be developed. This
phase is expected to last for a minimum of 10 years at a funding level of several hundred million
dollaxs annually, and may require funding of several billion dollars if full-scale demonstrations
of fundamentally new technologies are required. The expectation is that Phase II will address the
full gamut of electricity-related technologies having the potential to reduce the carbon-venting
intensity of the world energy system, including electricity generation, transmission, distribution,
and end-use technologies as well as carbon capture and sequestration. -

%* k ok ok ¥

EPRI believes that only through the kind of collaborative initiative suggested here will our global
society be able to achieve a sustainable energy future. We welcome the participation of all who
are ready to join with us. .

* Article 2 of the UNFCCC states that the ultimate objective of the treaty is “stabilization of greenhouse gas
concentrations in the atmosphere at a Ievel that would prevent dangerous anthropogenic interference with the
clirnate system.” )
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 FAXITELECOPY .
2000 L Street, NW, Suite 805
Washington, D.C. 20036
Phone: 202/872-9222
FAX: 202/293-2697
DATE: 8/21/01 NUMBER OF PAGES: 3
(inclading cover)
FROM: John Novak DEPT/DIV: Environment
SUBJECT: | Concept Paper on Climate
Change
TO COMPANY FAX NUMBER
Jim Connaughton CEQ 456-2710
Phil Cooney CEQ 456-2710
MESSAGE:

Dear Jim and Phil,

Attached is a discussion paper on a proposal to develop a public-private initiative to
identify, develop, demonstrate and deploy advanced electricity-sector technologies to
address concerns about global climate change. I believe this proposal could contribute to
the Administration’s National Climate Change Technology Climate Initiative by providing
some insights into what technologies are priorities in addressing climate change, by
providing a focus for deployment of technologies in the nearer term - IGCC, NGCC,
renewables, etc. - and by providing a focus for research to develop technologies over the
longer term - carbon capture, separation and storage, soils sequestration, etc. I would
greatly appreciate your thoughts on this proposal and ideas on how to move this proposal
forward. I hope you find this helpful. Ilook forward to hearing from you. Thank you for
your aitention to this matter.

John Novak

293-6180
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Discussion Paper

Regional Electrification Strategies for a Carbon-Constrained World

Summary

EPRI's Electricity Technology Roadmap—developed through an extensive series of
consultations among more than 150 industry, government, academic, and non-govemmental
organizations—identifies the energy/carbon conflict as the key contingency upon which the
global energy future hinges. Indeed, decoupling the link between carbon emissions and
electricity gencration will be one of the grand challenges of the 21 century, especially in
developing countries with rapidly growing populations and abundant fossil fuel resources. The
potential value of new technologies that reduce venting of carbon dioxide to the atmosphere is
enormous—iterally amounting to trillions of dollars globally. However, the way forward is by
no means clear, and technology needs will vary substantially over time and across regions of the
globe.

This paper 18 intended to stimulate discussion of a proposal to form an international,
collabarative, public-ptivate initiative that will help facilitate the transition to a sustainable
global energy future. The proposed initiative will (1) identify viable region-specific technology
paths for sustainable electricity growth, and (2) develop, demonstrate, and disseminate a robust
set of advanced electricity-sector technologies that contribute to stabilization of atmospheric
greenhouse gas concentrations.

The Challenge

The energy/carbon conflict has the potential to fundamentally change the path of global
electrification. As the EPRI Roadmap observes, “...the world will require 50-100% more
energy in 2050 than it does today [as a result of population growth and economic expansion]....
Without a major change in the structure and composition of the global energy system, the world
will have limited means for dealing with the growing energy/carbon challenge...The problem is
compounded by the fact that by 2050, 85% of the world’s population will be living in developing
countries, and those countries will account for the major part of the world’s greenhouse gas
emissions.”

Initial findings from the Global Energy Technology Strategy Program (established in 1998 by
Battelle Memorial Institute and EPRI) conclude that substantial technology breakthroughs are
essential both to stabilize greenhouse gas concentrations and to control costs. Furthermore, the
Program has identified the necessity of developing a portfolio of technologies to manage the
risks of climate change and to respond to evolving conditions.

Despite universal agreement that developing cost-effective responses will require larger
investments in energy technology R&D, public- and private-sector investments have declined
significantly since the 1980s. Moreover, neither public nor private investments are adequately
focused on the technologies that could be critical for stabilizing concentrations in the long term.
A well-coordinated program of international electricity research, development, demonstration,
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and dissemination is needed if the ultimate objective of the UN Framework Convention on
Climate Change’ is to be met.

Response

In response to this challenge, EPRI is proposing a major initiative designed to identify and
facilitate the implementation of technology paths that address global ¢litate change and
sustainable energy. The proposed initiative is international in scope, and will include both
private- and public-sector sponsors. Two principal activities are envisioned:

Phase I: Conduct analyses of electricity needs in various regions of the globe, to identify
technology paths that are required to meet the economic, environmental, and pational security
goals of a region in a manner that is consistent with development patterns and indigenous
resources.

Phase II: Collaborate with development banks, governments, and the private sector domestically
and internationally to develop, demonstrate, and disseminate advanced electricity technologies,
consistent with the needs identified in the analysis phase.

Phase I will commence with a scoping study to be completed in 2001, providing the foundation
for preparation of a detailed implementation plan and building of 2 collaborative tearm to fund
and engage in the initiative. The scoping study will have two key components—development
and application of a prototype framework for analyzing regional electrification strategies, and a
workshop attended by diverse stakeholders to review the prototype framework and preliminary
analyses, to suggest improvements, and to help outline the strategy and resource needs for
implementing the collaborative initiative. A key part of the workshop will be to determine how
best to deal with the range of issues such as air quality and socioeconoruic issues that together
with economic considerations would largely determine a nation’s technological response to
carbon limits. Traplementation of the remainder of Phase I will proceed subsequent to the
workshop, and is expected to take approximately two years to complete, at a cost of several
million dollars.

As analytical insights are generated, plans and funding for Phase II will be developed. This
phase is expected to last for a minimum of 10 years at a funding level of several hundred million
dollars annually, and may require funding of several billion dollars if full-scale demonstrations
of fundamentally new technologies are required. The expectation is that Phase II will address the
full gamut of electricity-related technologies having the potential to reduce the carbon-venting
intensity of the world energy system, including electricity generation, transmission, distribution,
and end-use technologies as well as carbon capture and sequestration. -

* %k & ¥ ¥

EPRI believes that only through the kind of collaborative initiative suggested here will our global
society be able to achieve a sustainable energy future. We welcome the participation of all who
are ready to join with us.

* Article 2 of the UNFCCC states that the ultimate objective of the treaty is “stabilization of greenhouse gas
concentrations in the atmosphere at a level that would prevent dangerous anthropogenic interference with the
climate system.”
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REINSTEIN & ASSOCIATES
INTERNATIONAL

INTEGRATING ENERGY, ECONOMICS
& ENVIRONMENT

Globkal Climafe &
Energy Reporf No. 159

Date: August 21, 2001 WASHINGTON » HELSINKI » BRUSSELS
. 10316 Rockville Pike, #302
To:  Phil Cooney Rockville, MD 20852 USA
(1-301) 571.9587, fax 571.5038
From: Bob Reinstein
Ryytikuja 3 L 104
. . FIN-00840 Helsinki, Finland
Number of pages (including cover sheet): 8 (358-9) 698.5420, fax 621.1436

Av. des Nerviens 79, Boite 1 (c/o ERA)

B-1040 Brussels, Belgium
(32-2) 735.7260, fax 735.9141

E-mail: ReinsteinB @aol.com

L As negotiators rest from their efforts at COP-6 bis to revive the Kyoto Protocol through the
Bonn Agreement, it is worth examining whether and how the Protocol might be fixed to
make it possible for the US to participate at some point. This report focuses on that rather
central question. Much has been said about the political importance of the Bonn Agreement.
However, as noted in earlier GCERs, without the world’s largest source of emissions and
also the largest potential source of money and technology, the Protocol as now erganized
must be considered a “pilot phase” for the global effort. Moreover, the currént Protocol
without the US would do little to influence the climate system.
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What Nex#: Fixing the Kyoto Protocol?

As negotiators rest from their efforts at COP-6 bis to revive the Kyoto Protocol through the Bonn
Agreement, it is worth examining whether and how the Protocol might be fixed to make it possible
for the US to participate at some point. This report focuses on that rather central question.

Profocol Must Be Amended fo Sef Targefs for Second Commitment Period

Much has been said about the political importance of the Bonn Agreement. As a result of this
Agreement, the Protocol can now go forward into the first commitment period without the US,
and without any amendments to the Protocol, which the EU and many others are firmly opposed
to.

However, as noted in earlier GCERs, it fails to include the world’s largest source of emissions and
also the largest potential source of money and technology. Without the US, it would do little to
influence the climate system. Also, the rules agreed in Bonn are all essentially ad-hoc adjustments to
get others (Japan, Canada, etc.) through the first commitment period. Thus, the Protocol as now
organized must be considered a “pilot phase” for the global effort.

There is virtually no possibility of the US being able to participate in the first commitment period
with the target currently listed in Annex B. As explained in earlier reports, that target was hopelessly
unrealistic on the day it was agreed and there simply would not be enough flexibility credits in the
world to cover the US problem.

But when countries begin to consider the second commitment period targets, they will need to take
a fresh look at everything, not just the targets themselves but also the process by which the targets
are determined, the longer-term rules regarding mechanisms and sinks, etc. In other words, at that
stage everything is open for negotiation, since an amendment will be required in any case to set the
targets. ‘
The discussion that follows indicates a way the process might develop from the present situation
that could correct the mistakes made in Kyoto that ultimately led to the US withdrawal from the
Protocol. It focuses on how countries might approach the negotiation of the commitments for the
period 2013-2017, and in particular on the analytical preparations that should precede those

negotiations.
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Process-Based Approach Would Be Based on Convention

What is needed is a process-based initial approach to understanding how to proceed beyond the
present situation. This process would be based on the provisions of the FCCC, which all Parties
have ratified, and would be parallel to the present process of elaborating the rules for the Kyoto
Protocol on mechanisms, sinks and compliance. It is not intended in any way as a substitute or
alternative to the present process under the Protocol.

The key to bringing the US back in is to begin this process as part of the larger FCCC process. In
particular, it would rely on the review process referred to in Article 4.2(b) but never fully

implemented.

This provision calls on all industrialized countries listed in Annex I to provide information about the
policies and measures they have adopted and implemented in accordance with their commitments in
Article 4.2(a),’ to quantify the results of such policies and measures and to provide projections
showing the impact of the policies and measures on their future emissions.

It also calls on the Conference of the Parties to review this information, which has yet to occur.
Such a review would help all Parties better understand their own and each others’ situations with
regard to the progress that this provision of the Convention is intended to promote.

The intent at the time this provision was written in 1992 was that it should function as a kind of
“reality check” to get governments to be more realistic about what was achievable in a given
shorter-term time frame. It was understood that most industrialized countries would probably not
achieve the non-binding aim established in this paragraph of returning emissions to their 1990 levels
by 2000.

The projections of most countries included in their national communications already show that they
are not on track to meet their Kyoto targets through domestic measures. The in-depth reviews of

' this information by the FCCC secretariat and international experts confirm this situation, which has
been explained in some detail in earlier GCERs. This may be why most governments seem reluctant
to implement the full COP review called for in the final sentence, because it may be embarrassing to
them.

The proposed approach would have two purposes:
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° It would assist Protocol Parties to prepare for negotiation of the second commitment
period, and for the review of “significant progress” by 2005.

e It would allow Annex I Parties to the FCCC to show what they are already doing with
regard to Article 4.2(a) and to ask questions of others regarding their own performances.

This bottom-up process-oriented approach would be a necessary part of the preparations leading to
agreement on specific commitments for the second commitment period under the Kyoto Protocol,
for those Parties seeking to continue to evolve and strengthen the global response to climate change
using this agreement. The EU and some others would like this aspect as it would move the process
forward toward the second commitment period and would bring in the question of policies and
measures, which is a high priority for the EU.

The approach could also lead to more effective further evolution and implementation of the
Convention for those Parties that believe other alternatives to the Protocol should also be
considered. The US would like this aspect as it would provide an alternative path and a chance to
raise some legitimate questions about promises as opposed to actual results.

Need fo Appreciate Importance of Differences in National Circumstances

One critical aspect of the process is that it would need to examine how differences in national
dircumstances can affect emissions trends and projections and the feasibility of various policies and

Imeasures.

The draft decision on “best practices” that is part of the package evolving for final approval at COP-
7 highlights the importance of differences in national circumstances. It clearly states many times that
the choice of policies and measures and their relative feasibility and effectiveness will necessarily vary
from country to country in accordance with differences in national circumstances.

Commitments under both the Convention and the Protocol must take into account these’diﬁ'erences
in national circumstances, as set out in Article 4.2(a) of the Convention and repeated in the Berlin
Mandate. When Article 4.2(a) was written, it included a specific list of factors related to national
circumstances that needed to be taken into account.

This list was repeated verbatim in the Berlin Mandate and clearly implied that the targets agreed in
Kyoto should not only have been differentiated (which key countries finally acknowledged only at

4
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the last minute) but should have been chosen in a way that reflected these different factors. The
failure to get the targets in line with national circumstances is what has led to most the difficulties
since 1997, including the US withdrawal.

Among the many factors that can influence emission trends are the following (listed according to
the broader categories contained in the FCCC and the Berlin Mandate):

° Starting Points and Approaches: size, location, geography, climate, population, population
density, population growth, level of energy efficiency already achieved in 1990, etc.

. Economic Structures and Resource Bases: energy and non-energy resource endowments,
industrial structure, relative importance of energy-intensive manufacturing vs. service
sectors, energy intensity and carbon intensity, imports and exports, etc.

] Need to Maintain Strong and Sustainable Economic Growth: GDP growth outlook,
GDP per capita, development needs and priorities, circumstances of the countries with

economies in transition, etc.

* Available Technologies: which sources are principally responsible for emissions and what
technologies may be available in relation to those sources in what time frame, such as the
high proportion of agricultural methane in New Zealand’s emissions

L Other Individual Circumstances: special circumstances unique to one or a few countries,
such as German reunification, UK restructuring of its electricity and coal sectors, steel
industry restructuring in Luxembourg, the impact of the Russian economic situation on
Finland, the construction of a major gas pipeline from Norway’s offshore gas fields to
Germany, the construction of two energy-intensive manufacturing facilities in Iceland, etc.

It is clear that such factors had relatively little to do with the targets negotiated in Kyoto, except for
the few countries who argued on this basis (Australia, New Zealand, Norway and Iceland). Others
were mostly caught up in the rush to set targets in the range between the original US proposal (0%
reduction from 1990 levels) and the original EU proposal (15% reduction from 1990 levels).
Countries will need to have a much better understanding of what factors affect their own and
others’ emission levels, and where possible have quantified indicators of these factors as a guide.

' There Is a Need for a Longer-Term Targef
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In addition to this enhanced cooperation under Article 4.2(b), countries need to also consider the
longer-term implications of policies and measures for purposes of advancing progress toward the
ultimate objective of the Convention, as called for in Article 4.2(d). Short-term targets, even for the
second commitment period, will mostly be based on existing available technology and will not have
a major impact on longer-term emission trends, which industrialized countries committed
themselves to modify in Article 4.2(a) of the FCCC.

Reaching the objective of the Convention will involve significant technology development and
dissemination, and should be guided by some interim target (e.g., 2 30% reduction in emissions by
2030) that could give a clear signal to industry about the direction of government policies and the
need for research and development of the necessary technologies. This mid-term interim target
would be non-binding and would be not be differentiated. It would be reviewed and updated
periodically in light of science and technology progress.

This technological development for meeting the objective of the Convention would, over the longer
term, and consistent with the principle of common but differentiated responsibilities and
capabilities, provide a means of involving a larger number of Parties in the global response. Part of
the partnership that will be needed should involve examining the technology development needs of
the developing countries, which may be rather different from those of the industrialized countries.

Negotiation Process Might Be Analogous fo a Trade Negofiation

What could evolve on the basis of this approach is a very comprehensive negotiation over the next
several years that would begin rather slowly and carefully with a review and assessment process like
that outlined above, beginning in 2002 or 2003, proceeding through a bottom-up negotiation of
commitments and being completed with a full package of amendments including the second
commitment period targets in about 2006 or 2007.

The process for determining national commitments would be a two-stage (or multi-stage) process,
beginning with an initial “bid” that would represent the country’s opening “offer” in the process.
The approach is similar in some ways to trade negotiations in which countries begin the process by
an initial proposal for tariff reductions that would be conditional on comparable offers by other
participants in the negotiations. As in trade negotiations, there would be various components of the
bid, such as offers on non-tariff trade-related measures, that would be designed to achieve an overall
balance in the total package.
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Indicators of national circumstances would be used to guide the negotiations of each country’s final
package of commitments. These indicators (which would need to be developed and agreed upon)
would be quantified wherever possible and would be used for all Parties making commitments, but
would have different values for different Parties. In addition, certain special circumstances that
might not be quantifiable and/or might apply to only a few Parties would also be recognized.

Based on the available materials, each Party would seek to assess the level of efforts being made by
other Parties in light of the national circumstances of each and with reference to its own perceived
efforts, as reflected in its initial bid. The goal would be to achieve a comparable level of cﬂ'ort,. or
“equitable and appropriate contributions” as referred to in Article 4.2(a), by each of these Parties.

The most obvious comparison would be between the individual emission limitation commitment
and some aggregate objective or aim of all industrialized countries as a whole. The expectation in an
ideal world would be that each of the individual objectives would match or exceed the aggregate
aim. But this is unlikely to be the case at least during the initial round of bids, because of the
difficulties of many countries resulting from their national circumstances.

Even for those Parties whose national objectives exceed the aggregate aim, this may be due to
circumstances that actually involve a relatively modest level of effort made for climate-change
reasons to reduce emissions. This effort may be significantly less than that made by some other
Parties whose emissions are projected to increase. Thus, a national objective or target that exceeds
the aggregate aim is not necessarily proof of greater efforts or economic pain than other Parties.

Parties would review each other’s national circumstances, as described by the quantified indicators
and other factors, and would submit questions regarding national efforts to limit or reduce
emissions through various policies and measures as described in the available materials.

For example, if a Party’s national circumstances would imply a significant potential for limiting
emissions through one or more policies and measures and these actions are not included in the
Party’s initial bid, other Parties may be expected to ask for a detailed explanation for the omission. It
is also to be expected that Parties would “improve” their bids or offers as a result of the comments
and questions of other Parties. These improvements would be the essence of the negotdation

process.

Although this process should be essentially cooperative and non-confrontational, Parties would be
asked to demonstrate the seriousness of their efforts. It is critically important that each Party believe

7
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that its own level of efforts has been matched by its “peers” in light of their different national
circumstances. Without this assurance, it will difficult for governments to submit the results to the
domestic political process for ratification and implementation. Parties will also try to assure during
this negotiation process that the efforts made by individual countries do not lead to unfair trade

distortions between countries.

Of course, it is virtually impossible to demonstrate comparable levels of effort quantitatively because
of the large number of factors involved and the complexity of assigning relative weights to each of
these factors. And some factors, including social and political considerations, will not be
quantifiable. Thus, in the end the judgment each Party makes as to the balance of commitments
made by all Parties will essentially be a political judgment. But this is basically also the case in most
major negotiations, including trade.

If this process were designed and implemented properly, it could in principle include a target for the
US for 2013-2017. Since the real goal is longer term, a delay of five years for US participation is
not significant, and worth the wait. In the meantime the US could continue with implementation of
the FCCC. This could provide a way for the US to show by example how it believes the global
response should be evolved. It could includc cooperation with other countries through JI as
established in FCCC Article 4.2(a), which should be graduated from the “pilot phase” to the full
status it should have achieved already at COP-1.
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Record Type: Record
To: Phil Cooney/CEQ/EOP@EOP

cc:
Subject: ET in other countries

Tried sending this yesterday but had the wrong email address.

Katia Karousakis

Clean Air Markets Division (formerly the Acid Rain Division)
US Environmental Protection Agency

Tel: 202 564 1257; Fax: 202 565 6672
karousakis.katia@epa.gov

----- Forwarded by Katia Karousakis/DC/USEPA/US on 08/24/01 10:13 AM -----

Katia
Karousakis To: pkooney@ceq.eop.gov
cc:  Paul Stolpman/DC/USEPA/US@EPA, Brian
08/23/01 Mclean/DC/USEPA/US@EPA, Reid
05:42 PM Harvey/DC/USEPA/US@EPA,

breidenichcr@state.gov, TalleyT@state.gov,
Jennifer Macedonia
Subject:  ET in other countries

Phil,

As a follow-up to yesterday's discussion with Trigg, attached is a summary
of the status of emissions trading programs in other countries. There is
significant additional information on these programs. If you have specific
questions or would like more information, please let me know.

Thanks.

(See attached file: DET brief.doc)

Katia Karousakis

Clean Air Markets Division (formerly the Acid Rain Division)
US Environmental Protection Agency

Tel: 202 564 1257, Fax: 202 565 6672
karousakis.katia@epa.gov
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American Gas Association CHARLES H. FRITTS
Vice President
Government Relations

August 27, 2001

Mr. James Connaughton

Chair

Council on Environmental Quality
360 Old Executive Office Building
Washington, D.C. 20503-0002

Dear Jim:

We enjoyed meeting with you and Phil on July 31. | would like to follow up with some
information that we promised to send you. We made the point that increasing the end
use of natural gas would provide significant environmental benefits. We also
encouraged you to keep a watchful eye for rules and regulations that might unknowingly
discourage the end use of natural gas. You asked us to prepare an estimate of the
emissions reductions that could be gained increasing the end use of natural gas.

Environmental Benefits of End Use .
A shift in the market of one million homes to natural gas from electricity would result in
the following emissions reductions:

SO2 - Reduction of 37,515 tons per year

NOx - Reduction of 3,599 tons per year

CO:2 - Reduction of 3,571,000 tons per year

On average, the direct use of natural gas for space heating, water heating, cooking and
clothes drying in one million homes avoids the need for nine 250 MW power plants.
This estimate is based on an electric generation mix of 50% combined cycle gas
turbines and 50% coal.

Efficiency Standards .

In setting efficiency standards, we encourage DOE to:

« Incorporate an independent third party review of the model, the assumptions and the
data.

« Evaluate all of the energy consumed or used over the full fuel cycle, not only the end
use.

o Give greater weight to Life Cycle Cost analysis.
Evaluate the market impact of any new standards.

001505
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Mr. James Connaughton
August 27, 2001
Page Two

Furnaces
DOE is working on a residential furnace standard. We are concerned that DOE might

go beyond setting a single minimum efficiency standard and create a separate class
and standard for condensing furnaces.

ASHRAE
We recommend that no action be taken on ASHRAE 90.1 until it can be clearly

demonstrated that it will result in significant energy savings.

We appreciate your straightforward approach to the demands of your new position. If
we can be of any assistance to you, please do not hesitate to call.

Sincerely,

Charles H. Fritts

Cc: Philip A. Cooney
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Royal Dutch / Shell app1

® We have accepted the case that there is sufficient evidence of a human impact on the climate
system and support taking appropriate action on climate change.

® Shell Companies support the establishment of an equitable comprehensive international
framewotk to address climate change. National or regional measures are inadequate — without
co-ordination - and will lead to distortion of competition and energy markets. Short term
policies need to be balanced with a long term perspective to avoid unnecessary economic costs.

® Market-based approaches release business creative capacity and are essential to the achievement
of the aims of climate protection. A market-based approach is essential to the development of
the technologies that will lead to long run solutions to climate change. Indisctiminate energy
taxation will further distort these positive matket forces and should not be a component of the
policy response.

® The Group treats climate change is a business and economic issue.

® Hydrocarbon sources of energy can be compatible with a carbon constrained future / climate
protection. (see Shell’s Long Term Energy Scenarios).

® The Group will continue to incorporate the cost of carbon into investment decision making as a
prudent measure to manage the risk of exposure to future constraints on the emissions of
greenhouse gasses.

The Group Programme 1998 — 2000

The Group committed to:

® Reduce greenhouse gas (GHG) emissions from our operations by 10% by the end of 2002 over
1990 levels. Emissions from Group’s opperations in 2000 are 11% below 1990 levels.

® Helping customers reduce GHG emissions by investing in renewables and providing lower
carbon fuels such as LPG. Providing greater choice to our customers and markets through the
development of gas and commercially viable alternatives to fossil fuels in addition to traditional
sources of energy.

° Including the impact of a cost of carbon in the investment appraisals of major projects.

©  Using market solutions, for example, by developing a pilot internal carbon trading system and
utilisation of the clean development mechanism (CDM?).

® Development of a strategy for technology in a catbon constrained future.

! CDM: Clean Development Mechanism: Created in Article 12 of the Kyoto Protocol to the UN
Framework Convention on Climate Change (UNFCCC). Energy-related projects are expected to comprise a
majority of the activity in the CDM.
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Memorandum

To:  Sara Glenn
From: Gerry Matthews
Date: August 28, 2001

Sara, herewith a bdef note describing the general approach that Royal Dutch / Shell Group is taking
towards addressing the climate change issue. I have appended details of the total global upstream’s
venting and flaring data as requested. I hope this is useful.

Royal Dutch / Shell approach to addressing climate change:

© We have accepted the case that there is sufficient evidence of a human impact on the climate
system and support taking appropriate action on climate change.

e Shell Companies support the establishment of an equitable comprehensive international
framewotk to address climate change. National or regional measures are inadequate — without
co-ordination - and will lead to distortion of competition and enetgy matkets. Short term
policies need to be balanced with a long term perspective to avoid unnecessary economic costs.

® Market-based approaches release business creative capacity and are essential to the achievement
of the aims of climate protection. A market-based approach is essential to the development of
the technologies that will lead to long run solutions to climate change. Indiscriminate energy
taxation will further distort these positive market forces and should not be a component of the
policy response.

e The Group treats climate change is a business and economic issue.

e Hydrocatbon soutces of energy can be compatible with a catbon constrained future / climate
protection. (see Shell’s Long Term Energy Scenarios).

e The Group will continue to incorporate the cost of carbon into investment decision making as a
prudent measure to manage the risk of exposure to future constraints on the emissions of
greenhouse gasses.

The Group Programme 1998 ~ 2000

The Group committed to:

o Reduce greenhouse gas (GHG) emissions from our operations by 10% by the end of 2002 over
1990 levels. Emissions from Group’s opperations in 2000 are 11% below 1990 levels.

o Helping customers reduce GHG emissions by investing in renewables and providing lower
carbon fuels such as LPG. Providing greater choice to our customers and markets thfough the
development of gas and commercially viable alternatives to fossil fuels in addition to traditional
sources of energy.

o Including the impact of a cost of carbon in the investment appraisals of major projects.

e Using market solutions, for example, by developing a pilot internal carbon trading system and
utilisation of the clean development mechanism (CDM?).

o Development of a strategy for technology in a carbon constrained future.

! CDM: Clean Development Mechanism: Created in Article 12 of the Kyoto Protocol to the UN
Framework Convention on Climate Change (UNFCCC). Energy-related projects are expected to comprise a
majority of the activity in the CDM.
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© Contributing knowledge and experience to the international debate on climate change.

Shell’s Forward Programme

The Shell forward programme will build on 5 primary cross cutting themes:
Continue to reduce greenhouse gas emissions

Continue to develop market solutions

Contribute to the policy debate: Dialogue with Stakeholders
Technology strategy

Business Development

Rl S

Ptogta_mme Details

1. Reduce greenhouse gas emissions

¢ To deliver the Group 2002 GHG reduction target.

o  Ongoing development of the GHG gas measurement and reporting protocol.
® Develop an improved picture of Group GHG emissions out to 2010.

o

Deepen our understanding of the marginal abatement curve for GHG emissions across the
Group.

o Establish a position on the impact of the Group’s products on the global climate and how this
may evolve incorporating the use of life cycle analysis.

2. Market solutions
o Demonstrate that the emission trading system has delivered its objectives in 2002.
o Establish a forward strategy for trading beyond 2002.

3. Dialogue with Stakeholders

o The Long Term Energy Scenarios will play an important role in expressing our views on climate
change in a broader energy context. These are critical in underpinning our dialogue with
stakeholders around both the Group’s positioning on climate change and challenges on specific
projects.

o Consider whether to establish a Panel of External Advisers at Group level.

Technology strategy
e Further development of programmes specifically supporting business objectives.

Business Development
Provision of ongoing specific project based support to the businesses on catbon /  climate
change related matters — acting as a centre for expertise.

® Develop a better understanding of the price of carbon using analysis from the Long Term
Energy Scenarios, Group matginal abatement curve and findings of the technology strategy.

® Review and further examine the application of carbon values in project appraisal.

® Review of supplier / contractor policies: Consider the impact of the Group supply chain on
climate change and seek no regret opportunities to reduce emissions.

® Legal and contractual implications — incorporation of carbon liabilities / assets into long term
contractual arrangements (gas supply agreements, electricity consumption etc).

@ Carbon/Energy Taxation: Systematic examination of emerging national carbon/energy taxation
policies and adapt the Group’s policy in line with our positioning on climate change.
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panel will review environmental issues

A new panel of business and government_leaders has been formed to review
environmental issues as they concern small businesses in Idaho.

The small Business Compliance Assistance Panel, authorized by the

federal
Clean Air Act, will evaluate the effectiveness of the state's small

Business
Assistance Program and concerns of small businesses affected by state and

federal environmental regulations.
The panel has seven members: Con Mahoney, CEO, Atlas Mechanical, Idaho
Falls;

Gary Mccracken, owner, Clothesline Cleaners, Boise; Marta Moyle, owner,
pPage 1
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Moyle

Mink_and Tannery, Heyburn; Katie Sewell, deputy director, Small Business
Development Center, Boise; Greg Anderson, mayor of Pocatello; and Dan

Salgado,
new source review coordinator, Idaho Department of Environmental Quality.

) Serving as an ex-officio member is Nick purdy, Picabo, board member of
the
department. Another appointment 1is pending.

The panel held an organizational meeting in July. The next meeting is
Sept.
11 at the department's Boise headquarters.

Ag Department plans pesticide disposal

Agricultural producers, dealers, applicators and homeowners who store
unusable pesticides will have an easier, free way to dispose of the
pesticides
next month, the Department of Agriculture said Monday.

Disposal is free for the first 1,000 pounds of pesticides per
participant. . .
Preregistration is not required.

The collection times will be from 9 a.m. to 2 p.m. at the Madison County
solid waste Site in Rexburg on Sept. 10; the Eastern Idaho Fair?rounds in
Blackfoot on Sept. 11; the Power County Landfill in American Falls on

Sept. 12;
the Bureau of Land Management Yard in Burley on Sept. 13; Twin Falls

Canal Co.
in Twin Falls on Sept. 14; and at the Jerome County Fairgrounds in Jerome

on
Sept. 15.

"These collections provide a mechanism for disposing of chemicals in an
environmentally sound manner,"” said Rodney Awe, manager of the

department's ] .
pesticide disposal and container recycling programs.

DEQ awards three wastewater grants

The Department of Environmental Quality has awarded three wastewater

grants
totaling more than $35,000.

The city of Troy will receive $15,000 to conduct an engineering

analysis of . )
its current waste water facilities to determine upgrades needed.

The cost of the analysis is $30,000. The amount not covered by the
grant will
be paid for by the city.

The valley Vview water and Sewer District near Kamiah was awarded two

grants
totaling $20,637.

The funds will be used to develop a drinking water master plan for the
district and to determine upgrades needed.

The total eligible cost of the projects is $51,274, with the amount not
covered by the grant to be paid by the district.
page 2
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Idaho calendar
wednesday

The Idaho Legislature's Health Insurance Premium Task Force will meet

at 9
a.m. in the Senate Majority Caucus Room on the third floor of the

Statehouse.

Among the agenda items is a discussion of health insurance coverage for
employees of Idaho's small businesses.

The Department of Administration's Information Technology Resource

Management .
Council will meet from 8:30 a.m. to 11:30 a.m. in the East Conference

Room of . )
the Joe R. williams Building.

The Idaho Housing and Finance Association will hold a ?ub1ig hearing on
changes to Idaho's 2002 Low-Income Housing Tax Credit Allocation Plan at

a.m.
at 565 w. Myrtle St.
Those involved in affordable housing and interested in building

multifamily

housing are encouraged to attend. For more information, check the
association's

web site at www.ihfa.org.

Thursday
U.S. Rep. C.L. "Butch" otter will hold a town hall meeting at 4 p.m. in
tE?ty Council chamber on Main Street in Emmett.
LOAD-DATE: August 29, 2001
2 of 47 DOCUMENTS
Copyright 2001 The Austin American Statesman
Austin American Statesman
August 26, 2001, sunday
SECTION: Editorial; Pg. H2
LENGTH: 667 words
HEADLINE: Stand by right to clean air
BODY:
They weren't the good old days -- don't take us back. That's our

message to . . ) . .
the Bush administration as it wrestles with the contentious, important

issue of
air quality.

opposed in the debate are industrial polluters that for decades have

slipped
through Clean Air Act Toopholes and two large and vulnerable "special

Page 3
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interest"”

groaps -- breathers and park users. For three decades, these groups have
sought

rotection under the nation's 1972 Clean Air Act. During all that time,

the act

has been ceaselessly attacked by major polluters. They think they smell
victory.

H Central Texans regularly see a stark example of how the law's Toopholes
ave -

been exploited to the detriment of citizens. Under a "grandfather"
exemption for

?ged plants, Alcoa's half-century-old Sandow aluminum smelter and power
plant . . -

n$?r Rockdale and its associated lignite mine pollute as far north as
pallas.

The facility is a major producer of harmful emissions in a state that
lTeads the L

nation in emissions.

ﬁnother sad Texas example is the increasing haze in Big Bend National
Park.
The pollution is believed to come from coal-burning power plants in Texas

as
well as plants in Mexico.

Efforts to reduce air pollution at the nation's parks are vital,
advocates of ) )
the parks and recreation-dependent businesses testified to the u.s.
E?¥1ronmenta1 Protection Agency last week. Representatives of major
polluters
argued with equal passion that protecting the parks would be too costly.

. That was just a taste of the arguments flying as the EPA and its
director, . . . . . .

Christie Todd whitman, consider revision of the Clean Air Act. Despite

ﬁons1derab1e pressure from the industry to retreat on the act's promise,
the

adginistration should stand firm. President Bush's reversal on action to
cur

global warming should not be followed by a capitulation on the Clean Air
Act.

1dwhitman appears to be wrestling hard with the issue of pollution from
older
plants. Her decision on whether to pursue so-called new source review
enforcement was scheduled for Aug. 17, then postponed at the last minute.

The
guestion is whether older plants must curb emissions in the same way as

more
modern facilities. Vvice President Dick Cheney suggested the review as

part of .
the nation's evolving energy plan.

This puts whitman in a difficult position. As Gregg Easterbrook put it

in The
New York Times Magazine: "If whitman decides to stand by new source

review (as .
her office has intimated she will), Cheney and important lobbies Tike the

Edison
Electric Institute may blow a fuse." The profile of the embattled EPA

director's ) . )
hard choices was titled "Hostile Environment.”

Page 4
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. streamlining federal clean air laws and regulations is a laudable goal
or

the EPA. This goal must not, however, become an excuse to usurp ordinary
fpeop1e's right to health and recreation. Nor should it become an excuse
or

placating big contributors.

" State governments and citizen groups, like Neighbors for Neighbors near
the

Alcoa plant, are fi%hting hard to force po11uting industries to reduce
bem1ss1ons. owners of many of these plants, Alcoa's Sandow included, have

een

accused of rebuilding the facilities without installing the cleanup
equipment i ) )

such modernization required.

. Alcoa officials recently volunteered to significantly reduce emissions,
just . .

beaténg requirements of a new state environmental cleanup law. They
warned,

however, that if no "economical option" for emission reductions can be

found,
shutdown would be considered.

Citizens may not grasp the technical and political intricacies of "new
source
review." But they understand the importance of protecting their children's
Rea}gh and of clearing the air in parks and population centers. They
shou

demand that whitman and President George W. Bush stand firm for clean air
Streamline the law, yes. But don't bac awag from commitment to a healthy
environment. bon't bring back the bad days before 1972, when the rights of
polluters effortlessly trumped those of the people.

LOAD-DATE: August 27, 2001

3 of 47 DOCUMENTS
Copyright 2001 News world Communications, Inc.
The washington Times
August 22, 2001, wednesday, Final Edition
SECTION: PART A; COMMENTARY; Pg. Al2
LENGTH: 890 words
HEADLINE: Reducing red tape, not energy output
BYLINE: Ben Lieberman
BODY:
one of the more controversial elements in President Bush's energy

policy is _ . . .

his decision to review the large number of pending federal lawsuits and
enforcement actions against electric utilities and oil refineries. The
washington Post, Newsweek and -other major publications have run articles
essentially accus12% the administration of attempting to get its corporate

polluter friends off the hook under the guise of solving the nation's

energy
page 5
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problems.

In truth, Mr. Bush's review is smart policy, as these actions are on

shaky
Tegal grounds and are far more anti-energy than pro-environment.

As with Bill Clinton's blizzard of midnight regulations, the 1999

enforcement

E]itz against more than 50 coal-fired power plants and oil refineries in
the

Midwest and South was a late-administration change in policy. until
midway into

its second term, the Clinton EPA and Department of Justice accepted the
1on%standing distinction between routine maintenance and major
modifications at
industrial facilities. The former were exempt from the extensive
procedural and

substantive requirements under the Clean Air Act, while the latter must
face the

regulatory gauntlet known as New Source Review.

Thus, by redefining as major modifications dozens of past power plant

and
refinery projects - most of which were known to EPA when they were

performed and . ) .
treated as routine maintenance at the time - the agency manufactured this

noncompliance crisis.

ThefDepartment of Justice, on behalf of the EPA, announced the first
wave o

1§¥§uits on Nov. 3, 1999, claiming a national threat to air quality and
public

?ea1th. "when children can't breathe because of poliution from a utility
plant

hundreds of miles away, something must be done," said then-Attorney
General

Janet Reno.

] Some of the alleged violations date back to the 1970s. 1In his energy
plan )
Mr. Bush requested that EPA take a second Took at the merits of this

enf?fcement initiative, particularly its impact on electricity and
gasoline

supplies in the areas served by the targeted facilities. The EPA is
scheduled . .

to complete its review on Aug. 17.

Many reporters, politicians_and activists have portrayed this issue as a
fight between good-guy federal bureaucrats and greedy corporate polluters
leveraging their soft-money contributions to the GOP into Tlax
environmental . . .
enforcement. But one of the most vocal critics of EPA's new policy is
not a

publicly traded utility, but the federal government's own Tennessee valley
Authority. TVA is perplexed by what it sees as an ex post facto rewrite
of the

Clean Air Act, and is currently fighting EPA in federal court over this
matter. .

"A11 of TVA's activities meet the Clean Air Act's requirements as EPA has
historically interpreted it,” notes Joe Bynum, executive vice president

of the
TVA Fossil Power Group. "Now, EPA 1is changing the rules," he adds.

Page 6
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" A ﬁ]ose Took at how EPA now defines major modifications demonstrates
why this )

is such bad ?011cy. The agency has not even attempted to target facility
changes likely to result in actual emissions increases, or to avoid
harassing )

_those Tikely to cause reductions. Quite the contrary, EPA went out of
its wa

to ma{e such determinations nearly irrelevant. It has instead focused
more on

the purpose of these projects. EPA has, for example, singled out for
extra
1:scruginy‘any activity the agency believes will result in "decreases in
orce

out?gesdand curtailments attributable to break down of the component being
replaced.”

In other words, actions taken to prevent downtime,: previously considered

ro;t1ne maintenance, may now be categorized as major modifications. As
such,

they face months of red tape, and in some cases may be halted
altogether. "If ) .

TVA must go through EPA's lengthy permitting processes and install more
_expensive controls each time 1t does routine maintenance, it cannot keep
1ts

fossil plants running,’

warns Mr. Bynum.
In addition to reliability concerns, TVA predicts rate increases up to
percent, if EPA is successful.

1_kEPﬁ.hgs also gone after improvements in efficiency. 1In the past,
ike-kin

replacements of old parts with new ones had fit squarely within the
routine

maintenance exclusion. For example, the periodic replacement of corroded
turbine blades was done with a minimum of government interference.
- However,

impro¥ements in turbine blade design mean that new blades can generate
severa

percent more electricity without any increase in fuel consumption or
emissions. . )

Government Tawyers have pounced on this technological advance, and now
argue

that turbine blade replacement be treated as a major modification:

$§vera1 targeted companies have chosen to settle with EPA, 1in order to
avoi
years of regulatory uncertainty, including delays of efforts to maintain
frgha?fhty and improve efficiency. Others have continued to fight in
edera
court, but for them a final decision might take several years. 1In the
meantime, . . ) . ) .
the uncertainty is exerting a chilling effect on maintenance and repairs

at
other facilities.

Rather than wait for the courts and the appeals process, the
administration
should put a quick end to this legally questionable and environmentally
unnecessary contribution to the nation's energy problems.

Ben Lieberman is a senior policy analyst with the Competitive Enterprise

Institute.
Page 7
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LENGTH: 869 words

HEADLINE: MAINE LAWMAKERS WANT CLEAN AIR ACT ENFORCED;

The federal government may no longer force Midwest power plants to cut
harmful

emissions.

BYLINE: BART JANSEN staff writer
DATELINE: WASHINGTON
BODY:

U.S. Sen. Olympia Snowe asked the nation's environmental and energy

chiefs
Monday for assurances that the Bush administration plans to enforce the

Clean

Air Act for older power plants that cause pollution in Maine. Other
members of .

the state's congressional delegation also voiced alarm_that the Bush
administration is backtracking on enforcement of the Clean Air Act against
power-plant pollution, a major concern in this state.

The politicians, as well as environmental groups, were reacting to a
front-page story published in The New York Times on Monday, reporting

that the
federal government is considering dropping out of lawsuits to force

Midwest
?ower plants to curb harmful emissions. Much of the pollution from these
p

ants
blows into the Northeast.

"I would be seriously concerned if the administration were to condone

any .
rqé]pack of the Clean Air Act and its regulations," Snowe, a Republican,
said 1in

Tetters to Christine Todd Whitman, administrator of the Environmental

Protection
Agency, and Energy Secretary Spencer Abraham.

Former Maine Sen. Edmund Muskie helped draft the 1970 act, which

establishes . )
standards for clean air across the nation.

"It's a very big deal," said U.S. Rep. Tom Allen, D-Maine. "If the

federal
government stops enforcing federal law, the Clean Air Act will be severely

damaged. These lawsuits are not frivolous."

pollution from power plants is a major issue in Maine because the

emissions ] . o . . . .
drift in from neighboring states, bringing acid rain that kills fish and

pPage 8
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trees,

and mercury that taints fish in lakes and streams. Any move to weaken
pollution . )
controls alarms environmentalists.

"To me, it's like pardoning a convicted killer," said Sue Jones, air

quality

pro%ec@ director for the Natural Resources Council of Maine. "Power-plant
pollution kills."

A study released Thursday by the U.S. Centers for Disease Control and
Prﬁvent1on found that Maine had the highest rate of people suffering from
asthma
in_the country. About 9 percent of state residents suffer from the chronic
ailment, whose symptoms include wheezing, shortness of breath and coughing
blamed on indoor and outdoor pollution.

"we want them to crack down on this," said U.S. Rep. John Baldacci,
D-Maine.
"To backpedal on that is a big concern."

The_issue surfaced Friday when the EPA ?ostponed an announcement about
d]eg1§1at1on to reduce three major air pollutants: nitrogen oxide, sulfur
ioxide

and mercury. The Tegislation is now expected in September as part of a
broader

package.

whitman proposed changes in the program called "New Source Review." The
proposals are expected to set caps on pollution while giving the industry

more
flexibility in how to meet them. Dirtier plants could buy credits from

cleaner .
plants, forcing companies to pay a financial penalty to keep operating.

whitman said the proposal "will reduce air pollution from power plants
significantly more than the existing system" while streamlining the
regulatory
system.

"I'm skeptical," Allen said. "I don't believe it."

President Bush already has been criticized for refusing to target carbon
dioxide, despite its links to global warming and despite a campaign
promise to
take action.

A1l four members of Maine's congressional delegation have sponsored
b1ggis1ation to include carbon dioxide in the T1ist of pollutants, and to
ring
pgwer plants that were grandfathered under the 1970 Clean Air Act up to
modern
standards.

Industry officials have complained that the EPA applies modern

standards to

routine maintenance and replacement work at the aging power plants.
Enforcing .

tougher standards could drive up the cost of maintenance and hinder the

supp
of e¥ectricity, they say.

The clinton administration's Justice Department sued dozens of older
Page 9
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power

gggnts, alleging they violated the Clean Air Act by modernizing without
adding
anti-pollution machinery.

Maine hasn't participated, but states including Massachusetts, New
Hgmgscggﬁont sued 17 plants in virginia, west virginia, Indiana and oOhio.
TEESEZﬁed 34 plants and taken other enforcement action against 20 others,
W%E?gets in North carolina, South Carolina, Georgia, Florida, Tennessee,

Kentucky, Alabama and I1linois.

Abraham, the energy secretary, reportedly favors withdrawing from the
cases;
whi tman reportedly prefers to stay involved.

¢ "qgat they're planning to do is gut every meaningful program we've had
or

years and replace it with a cap-and-trade program,” Jones said. "Bush is
b??1cg11y removing the ability of downwind states to go after upwind
pollution.”

snowe said she would be "seriously concerned if federal support for
state
Tawsuits was withdrawn."

U.S. Sen. Susan Collins, a Maine Republican, and U.S. Sen. John Kerry,
E—Mass., wrote whitman July 25 urging her to continue efforts to clean up
the

country's dirtiest power plants.
"we strenuously object to any efforts to derail pending Clean Air Act

enforcement actions against electric utilities and oil refineries,"” the

senators ] . .
wrote. "The nation's environmental laws can and must be faithfully

enforced, .
while still meeting our energy needs."

staff writer Bart Jansen can be contacted at 202-488-1119 or at:

bjansen@pressherald.com
GRAPHIC: File photo
Maine's congressional delegation is fighting efforts to weaken
enforcement of ]
Clean Air Act rules governing power plants.
LOAD-DATE: August 21, 2001
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HEADLINE: EPA OUGHT TO CONTINUE FEDERAL FIGHT_ FOR CLEAN AIR; .
Curbing its role in lawsuits against power plants is bad policy.

BODY:

: Before the Bush administration withdraws the federal government from
awsuits

qgﬁinst some of the nation's dirtiest power plants, it ought to check in
wit

its own environment czar, Christie whitman.

h whitman was governor of New Jersey when that state - and six others in
the

Northeast - joined the U.S. Environmental Protection Agency in suing
Midwestern

and southern power plants. The suits alleged that these pre-1970
coal-fired . .

facilities - which emit up to 10 times more pollutants than modern plants
- were

violating standards imposed by the Clean Air Act and fouling the air in
downwind

states.

The suits have found some success. Three utility companies have settled
tzgggs with the EPA and the states. Their readiness was prompted, no
d?gggﬁtb¥ourt rulings upholding the Clean Air Act's constitutionality and
tgﬁthority of the EPA to set and enforce standards.

President Bush, however, says he wants to give the plants more
flexibility 1in
meeting environmental goals. Part of that flexibility includes
eliminating the
new source review standards that were central to the suits and leaving the
states to slug it out with the utilities on their own.

The president shouldn't withdraw the EPA from the Tegal battle for three
reasons. First, the states couldn't make up for the Toss of the federal
government's technical and legal team. Its scientists provide much of the
computer modeling crucial to the case, and its lawyers have far more

experience
in interstate pollution cases.

Second, the states can't establish the legal standing necessary to

bring all .
the suits forward. Specifically, they would need to be able to prove how

much
pollution from each plant came into their states, whereas the EPA only

needs to . .
show how much poliution each plant emitted.

Third, courts grant agencies like the EPA deference when enforcing

their own . .
rules. If the EPA 1isn't involved, the courts won't extend the same

deference to
the states.

These are technical grounds for maintaining the_EPA's role in the suits.
However, the simplest reason - and the most compelling - is that the

federal
government is obliged to protect the health of its citizens. As whitman
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knows,
if the EPA isn't part of the clean air solution, it is essentially
condemning
residents in the Northeast to breathe polluted air for years to come.
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q bThedEnvironmenta1 Protection Agency has postponed release of a hotly
ebate

review of air pollution regulations governing power plants and
refineries. The ) o .

EPA review of the regulations, originally due out on Aug. 17, will

instead be . . . )
rolled into a "comprehensive air pollution reduction strategy,” the

agency said.

p ]¥he regulations, calied New Source Review, detail the procedures to
ollow

when a power company or refinery creates a pollution source or modifies an
existing one.

h In a prepared statement, EPA Administrator Christie Todd whitman said
tne

a $ncy will "put forward an ambitious proposal that will reduce air
poliution L o

from power plants significantly more than the existing system.
Subsequently, we . )

will release the NSR report called for by the national energy policy." The
comprehensive plan would address sulphur dioxide, nitrous oxide and
mercury

emissions.

In May, President George Bush directed the agency to review NSR
reﬁg1at1ons, . o . .
which are part of the Clean Air Act. The power and refining industries

have
lobbied hard for changes in_the guidelines, saying routine maintenance has
become burdensome as a result of the regulations. Environmental groups

and some -
state officials say industry claims are bogus and part of an attempt to

gut the
Clean Air Act.

0qponents of any ;egu1ation—tinkering say spending tens of millions of
y

dollars from capital budgets, extending plant life decades, is not
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routine

magntenance. Furthermore, critics of any changes say many of the plants
wind up

operating more and emitting more pollutants, regardless of what new
equipment is

installed.

Scott Segal, spokesman for the Electric Reliability Coordinating

Council, a o

lobbying group for power and refining companies, told United Press
International . . )

ﬁhe current NSR interpretation "blurs the distinction between applying
the act

to routine maintenance activities and applying it to major changes at
existing

facilities. If you apply the full force of the Clean Air Act to every
instance )

of routine maintenance, the result would be perpetual enforcement actions
?ga1nst electric generating units." Critics of this argument say that the
Clean

Air Act clearly distinguishes between routine maintenance and major
modifications.

An EPA official, speaking on the condition of anonymity, denied NSR
Wxg;geggd. "We are looking, from our perspective, that the New Source
R§¥3§¥am continues to achieve the same environmental benefit or protection
:gﬁ?rchanges we might consider. We're not looking to 'relax' anything or

back anything.

"what we're looking to do maybe, if it looks necessary, (is) to address

some

of the concerns that are currently affecting industry, but with
guaranteeing the . ) o '
same environmental protection. Give them more flexibility maybe, but still
ensure that we get the protection that was envisioned by the New Source
Review

program,” the official said.

whitman's statement indicated some form of industrywide emissiops cap
Wgg1gut in place, and companies would be allowed to trade emissions, with
d;{gzts buying credits from cleaner ones. The statement cited "the Clean
Alzt's acid rain 'cap and trade' program, which is widely recognized as
t:ﬁc?gggfu1 air pollution control program in the world."

John walke, an attornel with the Natural Resources Defense Council and a
former EPA lawyer, was skeptical about the administration's claims of
success by

capping nationwide emissions and allowing companies to trade emissions.

"The history would suggest the opposite," walke told UPI. "The acid rain
program was adopted on top of existing Clean Air Act programs because

everyone o
recognized that the acid rain program would serve a useful but 1imited
purpose. ]
No one pretended it would accomplish what the New Source Review program
page 13
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these host of other programs are designed to accomplish.”

walke said the administration is claiming that adopting a cap and_trade
program would allow the removal of programs focused more on direct local
effects. "we don't believe a cap and trade program can fully replace or
serve
(the same purpose)," Walke said.

Armond Cohen, executive director of the Clean Air Task Force, an
environmental group that has battled against any weakening of New Source
Review,
told UPI he believed the delay was a response to public concerns. "(The)
decision reflects the enormous outcry that the administration has
received from .
the public on the direction they seemed to be headed, which was gutting

the New
Source Review provisions of the (Clean Air) Act directed at grandfathered

plants."

h'BUt cohen sees risks. "The way it's been formulated by Administrator
whitman
the administration is proposing, as part of a single package, to
unilaterally ) i )
review, revise or scale back public-health protections that are contained
in

current public health law and regulation in return for a proposal for

further
ﬁub1ic health protections in a future law. The problem with that is that
the

president and the EPA do not have the power to assure what Congress will
do with
that proposal,

cohen said.

The Clean Air Task Force commissioned a study by Abt Associates, a

consulting )
roup also used by the EPA. The study concluded that pollution from 51

plants
targeted for legal action under the NSR "shortens the 1lives of, at a

minimum,
5,500 people and as many as 9,000 people a year," and leads to between

107,000
and 170,000 asthma attacks annually. An EPA official told UPI that EPA

did not
agree with all the assumptions of the Abt report.

weakening NSR would eviscerate the Clean Air Act, Connecticut Attorney
General Richard Blumenthal said in res?onse to whitman's announcement. "To
credit the absurd claims of utility polluters -- about cost and time --

and then .
to dilute these environmental standards would mark a monumental

surrender, a ) .
self-inflicted wound for the EPA and an irreparable blow to environmental

enforcement,"” Blumenthal said.

The state is suing power companies in the South and Midwest, claiming

their
pollution blows into Connecticut and causes death and illness.

puring the Clinton administration, lawsuits based on information

provided by . )
the EPA were brought by the Department of Justice against 51 power plants

and
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refineries and many cases are still in process. Some legally binding
agreements,

ﬁuch as the one between the U.S. government and Dominion Power involving
the

required installation of more than $1 billion of pollution control
equipment,

are near completion.

In May, President Bush ordered the Department of Justice to "review
existing
enforcement actions with regard to New Source Review to ensure that the
enforcement actions are consistent with the Clean Air Act and its

regulations.”

H The bepartment of Justice has vigorously denied published reports that
they

have slowed down any legal actions. Christine Romano, a Justice
spokeswoman,

told upI, "until there are_any changes in the guideline, litigations will
proceed as in the past, unless there are some changes in the guideline."
Romano
fsa'id it is not possible to speculate or predict what will happen in the
uture.

"Everything right now is going along as it has been," she said.

LOAD-DATE: August 22, 2001
7 of 47 DOCUMENTS
The Associated Press State & Local Wire

The materials in the AP file were cqmgi]ed by The Associated Press. These
ﬂater1a1s may not be republished without the express written consent of
The
Associated Press.

August 20, 2001, Monday, BC cycle
SECTION: State and Regional
LENGTH: 600 words
HEADLINE: Klink helps utilities ease regulatory burden
BYLINE: By CLAUDE R. MARX, Associated Press writer
DATELINE: WASHINGTON

BODY:

Nine months after beinﬁ rejected by Pennsylvania voters, former Rep. Ron
k1ink has found success helping utilities reduce government regulations.

The unsuccessful Democratic challenger against Sen. Rick Santorum was a

key
strategist in the effort to persuade the Environmental Protection Agency

to
delay regulations that would have tightened anti-pollution requirements

for
power plants.

K1link, who did not return phone calls last week, cannot 1obbg his former
colleagues until next January because of congressional rules, but he can
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advise

clients on strategy and does so from his lobbying firm's offices in
washington
and pittsburgh.

That is what he has done for the Electric Reliability Coordinating
Council, a . .
coalition of 12 utility companies concerned about rules affecting 215

power . . .o .
plants around the country, including six in Pennsylvania.

Council spokesman Scott Segal described Klink's role as helping to
enlist the
aid of labor unions in lobbying the EPA.

"He spearheaded our efforts to discuss the issue with the unions. Labor

has
important interests in the regulations because they want plants to be

efficient . ) .
and safe so there are more jobs for their members," Segal said.

The efforts paid off last Tuesday when the EPA said it would wait until
September to decide whether to stop tightening pollution standards on old
coal-fired power plants.

_ghqt move pleased the council but disappointed environmentalists, who
said it
indicated that the EPA was likely to weaken the regulations.

The council is also planning to try to persuade Congress to change the
language of the Clean Air Act to ease the burden on utilities.

hi Aj interest groups do in many lobbying campaigns, the utilities have
ire
specialists with ties to both political parties.

Klink is part of a team of Democrats that includes former Rep. Jim
Chapman of
Texas.

Republicans working_on the effort include former Republican National
Committee Chairman Haley Barbour and former white House Counsel C. Boyden

Gray
who worked for former President George Bush.

‘The utilities contend that former President Clinton's EPA officials
misinterpreted the Clean Air Act by applying the same standards to older

plants . . o
that were upgraded, discouraging modernization.

At issue is a policy called "new source review" that requires utilities

o
upgrade pollution-control equipment each time an aging power plant is
renovated.

The Pennsylvania plants are located in Monongahela, washington County;
Portland, Northampton Couqt¥; Reading, Berks County; Seward, westmoreland
County; Shawville, Clearfield County; and Shelocta, Indiana County.

Klink's work on behalf of utilities is in keeping with his congressional
record. He was a frequent critic of what he saw as excessive environmental
regulation during the eight years he represented a suburban Pittsburgh

district
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in the House of Representatives.

He served on the Commerce Committee, which has jurisdiction over a

range of
regulatory issues, and unsuccessfully fought to delay the implementation

of EPA
rules to reduce the amount of coal and soot in the air.

He said the rules would brand southwestern Pennsylvania a

"noncompliance" ] . L
area and make new businesses less Tikely to locate there. The region is

still
trying to recover from the collapse of the steel and coal industries.

K1ink gave up his House seat to run for the Senate and won a
six~candidate ‘
Democratic primary but lost to Santorum in the general election, 52
percent to
46 percent.

Claude R. Marx covers Pennsylvania issues in washington for The
Associated
Press.
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A possible overhaul this fall of the nation's air pollution laws has
utilities, environmentalists, Congress and the white House staking

positions for . )
what could be a bitter debate over clean air and energy.

Coal-buining utilities are hoping they'l11l find simpler alternatives to
numerous, complex clean-air regulations that affect how they produce
electricity.

But in exchange for revamping the Clean Air Act a law credited with
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cleanin

up bi]?ions of tons of pollution in the past three decades some utilities
worry .
1:they could wind up facing even stiffer requirements for the fumes emitted
rom
their smokestacks.

b Environmentalists meantime are gearing up to fight what they say could
e an

opposite result: weaker clean-air rules that lead to more smog, haze and
respiratory problems.

The debate, expected to begin in earnest in September, will be about
mg;gn clean air. It will involve President Bush's priorities and promises,
t?§1e of energy companies in lobbying and making campaign contributions,
azriticism of former President Clinton's zeal in enforcing what some say
W§5§r1y broad environmental policies.

"The utilities have a lot to gain_by this, and I think the Bush

badm1n1strat1on knows they've got a limited window to get this job done
ecause .
ﬁhey're banking on the fact that everyone's going to forget about this by
the

2004 elections," said John Stanton, a lawyer for the National
Environmental . Lo L.

Trust and an air quality specialist in the Clinton administration.

b%gn. George Voinovich, R-Ohio, a member of the Senate Environment and
Public
Wgrks committee, has a different viewpoint. "Some clarification has to be
made

or we are not going to see the environment improved and emissions
reduced," he . . )

ﬁa1d. "At the same time, I have to be candid: In the process of doing
that, we

have to use clean coal technology and coal.”

Two regulatory approaches are at the heart of the issue. One involves an
%qv1ronmenta1 Protection Agency regulation called New Source Review. It
allows ‘
1pov_ver plants built before 1977 to continue operating under old, more
enient
rules, as long as the facilities are not modified to increase generating
capacity or emissions.

The New Source Review argument, which intensified during the closing

years of s L : :
the Clinton administration, is over what constitutes maintenance vs. what
amounts to plant expansion or modernization.

Ehe EPA "has lowered the bar so much that a power plant can do almost
nothing
without being possibly liable for violating the New Source Review,'
Dan

Riedinger, spokesman for the Edison Electric Institute, a utility trade

group.

said

. Clinton's aggressiveness in enforcing this New Source Review culminated
in a
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%999 Justice Department lawsuit accusing utilities of extending the 1ife
0
aging, coal-burning plants by modifying them without adding required
control
equipment.

The battle has had little direct impact on consumers thus far. In the

on
haul, however, changes in the clean-air law could have a direct bearing
on air

quality, energy supply and the price of electric power.

b Pgesident Bush sought to approach the New Source Review program from a
roa

pergpgctive, asking: Does New Source Review, with its costs and delays,
stand 1in

the way of the nation's need to produce more energy?

Christie whitman, EPA administrator, has said that she would provide an

answer in September, and that's where the second regulatory approach
comes 1in.

Sgurceﬁ in the utility industry and environmental community say whitman
and Bus

might propose legislation_scrapping or scaling back the New Source Review
program as well as several other programs under the Clean Air Act, some
arguably

duplicative.

They include a_qrogram to cut haze at national parks, a_still-developing
program to curtail the movement of ozone from Midwest utilities to the
Northeast, and a program to reduce acid rain.

"we've got about 15 different regulatory regimes affecting coal plants,
aggying to deal with these things piecemeal just gets in the wéy of each
°§2$3’Dave woodburn, spokesman for Cincinnati-based Cinergy Corp., a
uﬁ&%é?%g company.

b Bgt whitman is expected to seek a tradeoff for that simplification: a
roa

requirement for significant cuts in three poliutants by the utilities. The
pollutants are nitrogen oxide, sulfur dioxide components of acid rain and
smog

and mercury, which blends with ash to form a sooty emission from

smokestacks.

A bill dintroduced by Sen. James Jeffords, I-vt., would add a fourth
substance . .
for heavy regulation: carbon dioxide, cited by scientists as one of the
greenhouse gases that cause global warming. In his campaign, Bush said he

would
regulate carbon dioxide but backed off that commitment after the election.

The key issue for this fall is how far the restrictions on all four
substances go.

Environmentalists are waiting to see what emerges. "There is a lot of
ambiguity here," said Ed Hopkins, director of the Sierra Club's clean-air
program. "It depends on the scope of the changes they want."

Stanton, of the National Environmental Trust, already is calling the
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probabie

Bush plan a "dodge." If only the government would strictly enforce the
existing

c]gan Air Act and all +its amendments, it could dramatically cut nitrogen
oxide

sulfur dioxide and mercury emissions without changing the Taw, he says.

The environmentalists, still a strong voice on Capitol Hill, have their

work
cut out for them, as lobbying on the other side is intense.

Lobbyists for utilities and refineries have enlisted former Republican
Na51ona1 committee Chairman Haley Barbour and former white House Counsel
Boyden
Gray as spearheads of a group called the Electric Reliability Coordinating
Council. Barbour was senior adviser to Bush during the presidential
campaign.

"The president is president today because he won in the eastern
coal-producing states," said Dale Heydlauff, senior vice president for
environmental affairs at American Electric Power in Columbus, Ohio,
1aKing out -
the "blatant politics" he says will be at play. "They were the
difference, and

he knows it."
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BODY:

h The U.S. EPA missed last Friday's deadline for issuing a report on
the

Clean Air Act's New

_Source Review (NSR) program, but environmental groups speculate that when
it is

released, the

fepgrt will recommend that NSR be eliminated and replaced with a program
aime

at reducing

emissions of three pollutants - nitrogen oxides (NOX), sulfur oxides and
mercury. The "multi-

pollutant" strategy, details of which emerged in testimony by EPA
Administrator

Christine .
whitman to a Senate committee last month, is designed around the electric
generating industry ) o
ut 1ike NSR, it could apply to other sectors, including the refining

page 20

CEQ 000174



. 0017_f_kphh3004_ceq
industry.

h "The President has directed me to develop proposed legislation
that
would significantly
reduce and cap NOx, SO2 and mercury emissions from power generation,"
whitman
told the
Senate Environment and Public Works committee. "[O]Jur current regulatory
programs are not the
most efficient way to achieve the goal of ensuring a reliable energy
supply 1in
an environmentally
resgonsib1e manner. Rather than take a pollutant-by-pollutant, problem-by-
problem approach, we
have the opportunity to examine the sector as a whole."”
The administration is expected to introduce its multi-pollutant
approach
in legislative form
next month. According to whitman, the legislation the administration will
propose will:
* establish reduction targets for emissions of S02, NOx and
mercury; )
* phase in reductions over a reasonable time period, similar to
the Acid
Rain Program;
* provide regulatory certainty to allow utilities to make
modifications
to their plants without
fear of new litigation; and
hel * provide market-based incentives, such as emissions trading, to
e

achieve reductions.
Environmentalists were quick to criticize the initiative, which the
washington, D.C.-based
Clean Air Trust called "junking virtually every meaningful federal
regulatory
and enforcement )
program for electric power plants in return for unspecified emission
reductions." The multi-
?011utaqt strategy is the "dirty" energy industry's way to ditch existing
clean- air controls, Trust
Director Frank O'Donnell said.
Environmentalists by and large support the current NSR program,
particularly its
ﬁnforcement. "The NSR program has reduced millions of tons of pollution
that
would still be here
if the program had not existed," the Natural Resources Defense Council
(NRDC)
said. "Industrial
groups and their high-powered Tobbyists, by contrast, have demanded the
weakening or even
elimination of the NSR program, relying upon false conflicts with energy
production objectives. We
expect to learn shortly whose voices EPA is more likely to heed."
EPA's NSR report is expected to also contain information about the
status
of pending
enforcement actions against power plants and oil refineries, NRDC said.
EPA has
already settled
NSR cases with six refiners - BP, MAP, Motiva, Equilon, Deer Park
Refining Co.
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and Premcor, and

the agency recently won a court case against Murphy 0il (see Octane Week,
8/13/01, pl). Many
more refiners have received notices of violation relating to NSR.
"Refiners will probably know later (than power plants) how they are
affected by NSR changes,"
said NRDC Director John walke.
EPA has not focused the multi-pollutant approach beyond the power
industry, EPA
spokesperson Dave Ryan said. But environmentalists predict other
industrial
sectors will seek to
escape NSR and participate in the multi-pollutant strategy.
A coalition of industries, led by the National Association of
Manufacturers, is already seeking
a similar easing of enforcement. "By encouraging outlaw electric power
companies
to believe they
can get a break, whitman has set off a polluter feeding frenzy," 0'Donnell

claimed. "The 1industry
coalition, which also includes the chemical, steel, pulp and paper and
automobile industries, has
bwriEten EPA asking, in effect, if the electric power companies can get a
reak,
why can't we?"
~Carol Cole
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Addressing lobbyists at a washington breakfast meeting in June,

Christine ) i L
Todd whitman signaled that President Bush would be shifting course on the

environment.

In an implicit criticism of the Clinton administration, the new

Environmental . . . .
Protection Agency administrator said she would compel industrial

companies to L .
improve their emissions and penalize only the most flagrant polluters. The

change would mean fewer government resources spent in court.

"I don't want to insult any lawyers who might be in the room, but I
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don't see

it as our responsibility to enhance your bottom Tine," whitman told the
National
Association of Manufacturers.

But federal court seems to_be the inevitable destination for the Bush
a?m1n1strat1on's emerging policy to overhaul controversial environmental
rules
affecting expansions at power plants and oil refineries.

{Ee Bush administration had been expected to propose last week how it
wou

81ter the regulations known as "new source review.
1977

and amended since then, require plants to obtain permits and install
polTlution . )

controls when they replace equipment, build new units or make other

improvements. On Tuesday, whitman said she would announce the plan in
September.

The rules, created in

That plan, designed to boost electricity and fuel production, would
require
_new_regulations and possibly a change in the Clean Air Act, which would
involve
congress.

whitman's move delays the debate until the fall, but

ﬁnv1ronmenta11sts already have said they probably will sue. If they do,
the case

would join the seemingly boundless Tlitigation to befall recent
environmental

;ggg1ations. The biggest dispute went all the way to the Supreme Court,
whic

upheld new clean air standards in February after four years of
litigation. After . . .

tqg setback, industry officials said they would continue to fight the
policy in

court and in Congress.

No room for compromise

The sparring ensures the debate on utilities and_refineries will consume
plenty of time, money and paper. Likely absent will be something far more
precious in recent environmental disputes: consensus. )

"If industry thinks we're going in one direction, they'll sue us," said

Jole
Luehrs, chief of air permits at the pallas regional EPA office. "If

environmentalists think we're going the other way, they'l1l sue us.™

The stalemate would seem to run counter to the interests of both

industry and _ . ) .
environmentalists. Plants can run more efficiently in the long term with

stricter standards in a climate of regulatory certainty, industry

analysts say._ ) . ] .
Environmentalists say the air will get cleaner faster if companies work on

implementing the law rather than contesting it.

"I have seen a disturbing lack of willingness on both sides to
compromise,™
said Amy Myers Jaffe, an energy analyst at the James A. Baker III
Institute at :
Rice University.
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Though spotlighted in the current debate, new source review has been
controversial for years.

Industry has complained that the rules are unclear and that EPA
enforcement ) o o )
has been inconsistent. Utilities and refining companies say they often

are not

exactly sure what sort of plant upgrades, however minor, require a
permit. EPA ) R

regulators say the industry criticism stems more from reluctance to spend

extra
money rather than confusion about what is required. The agency points to

an 80
percent violation rate in some sectors.

The earlier Bush administration started a task force to study the
rules. The . . .
Clinton administration kept the effort going, proposing reforms in 1996

and 1998 . . ]
that tried to streamline the rules without harming the environment.

Questioning the rules

Their proposals didn't bring the two sides together, but they did spark
plenty of colorful debate.

"what if a company puts a statue of a pink elephant over the plant
gate?"
asked the coalition for Clean Air Implementation, an industry lobbying

group, . . . .
attacking the permitting standards in the Clinton proposal. "Or what if a
company puts a fence around a roof on which people work?"

would the EPA accept the change as a safety improvement, the industry
group . . . s ..
asked. or would it require permitting under the thinking that emissions

are
higher because "the presence of the fence might conceivably improve

output by
allowing the workers to move more quickly because they will feel more

secure."

Tq$ Natural Resources bDefense Council, an environmental group, was
equally . . . . .
biting, debunking an exemption for anti-pollution projects executed 20

years . .
earlier. "No doubt a geologist would view events separated by 20 years as
contemporaneous,”" the environmental group wrote, "but the deadlines 1in

the Clean

Air Act make it clear that Congress did not intend to justify its
policies based

on geologic time scales.”

Thought industry officials said new source review originally was

intended to . . .
prevent air from getting worse rather than to "achieve dramatic

improvements, " ) ) ) . . .
environmentalists said the policy was a vital tool in meeting clean air

standards.

Clinton administration officials continued to tinker with their

regulatory )
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reforms, but did not release any proposals after August 1998. The result

o}

their efforts sits in an EPA file room in downtown washington. If

stacked, the . .

gapﬁrs would be 8 feet high, estimated walter whitaker, who manages EPA's
ocket.

EPA cracks down

while part of EPA was trying to reform the rule, agency enforcement
staffers . o
were taking a harder Tine. Believing as much as 80 percent of some
industries_to_
13891n x1o]at1on, the agency announced it was cracking down 1in January

. The
government sued 51 power plants and issued letters demanding millions of
pages '
o% data from oil refineries.
In July 2000, with Bush and Democratic nominee Al Gore locked in a tight
presidential campaign, EPA Administrator Carol Browner announced the
g}1nton-Gore administration had reached the biggest settlements ever with
oi

refineries, a total of $600 million with BP Amoco and Koch Petroleum
Group. In
exgﬁange for "a clean slate" for alleged past violations of new source
review

and other requirements, the companies promised to install
pollution-control . . )

technology at 12 refineries nationwide.

_"H$'re not litigating this. we've been able to get the job done more
quic ‘ .
for tKe people of these communities," Browner said. "with this
settlement, we . ] .

agree to a_set of things that will be done, and we don't get into whether
something in the past was or wasn't a violation."

EPA unveiled settlements with four more refineries this spring. Then,
as part . )
of his_energy plan, Bush in May directed whitman to undertake a 90-day
re-evaluation of new source review.

on Tuesday, whitman pushed_back the report until September, broadly
gescrib1ng a utility proposal to allow emissions trading at power plants.
She
has criticized the program at times.

"% have heard too many instances where we interpreted it so literally
in the

field that we, in fact, are hindering environmental progress,’
in June.

"It's a question of injecting a little common sense here, a little common
sense

that allows you to say: Always look at the big goal; the big goal is a
clean

environment."

she said

Bush officials have not released a proposal on oil refineries, but the
industry has been pushing to set emission limits for entire plants rather
than
at individual units within the plants. The EPA employed a version of the
policy
Page 25

CEQ 000179



o 0017_f_kphh3004_ceq
in its most recent consent decree, a $265 million agreement with Marathon
Ashland petroleum LLC.

1_Regu1ator's say the success of such plans depends on the details. The
Clinton

administration inc1uded_?1an§wide Timits in its proposals, but the Natural
Resources Defense Council said they lacked adequate enforcement
mechanisms.

Environmentalists, comparing the retreat on new source review to
removing .
fpohce from the street, have attacked Bush and Vvice President Dick Cheney
or
their links to the oil industry. NRDC attorney John walke said the group
probably would sue the Bush administration under the Clean Air Act.

"A court is going to have to resolve this, because the Bush
administration 1s . .
pushing something so radically at odds with the statute,"” walke said.

utilities and refiners approve of the outlines presented by whitman, but
await further details.

Fueling controversy

Refineries pose a special challenge for policymakers because about 30
percent
?g the industry has reached settlements for alleged violations under the
0
rules requiring companies to spend hundreds of millions of dollars for
pollution-control equipment.

For example, BP's agreement to a major settlement with the EPA cost the
company millions of dollars. EPA has alleged violations at some ExxonMobi 1
refineries but has not reached a settlement with the comg@ny. If the Bush
hadm1n1strat1on takes a more lenient approach and ExxonMobil gets off the
00

j% could appear that the U.S. government played favorites among the Big
(0}

companies and rewarded those that stonewalled.

A BP official recently denounced "rule-making by enforcement,” but said

the

overnment shouldn't penalize companies that have settled in favor of

those that .
have been more recalcitrant.

"To stop now and exempt the remaining part of the industry from these
interpretations would send the wrong signal as to_our industry's and the
ggyefnment's commitment for improved environmental performance from the

refining .

?ector,“ BP's Ric Glaser told an EPA public meeting in Ohio. "In the name
o

equity, the same rules should apply to all.™

But Bob Slaughter, general counsel for the National Petrochemical and
Refiners Association 1in Wash1ngton, said some companies think "some of the
changes exceed what is required by law, and that they shouldn't be forced

to
make the same agreement.”

BP and others are banking that even if Bush loosens the regulations for

now,
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the change would be reversed in a few years, Rice's Jaffe said.

"Times are changing so that Fortune 500 companies which don't take

socially
re5ﬁons1b1e positions will be punished if they have a retail product and
ey

if t .
trade in the stock market,

she said.

John Biers can be reached at jbiers@timespicayune.com or (504) 826-3494.
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The Environmental Protection Agency has delayed a report on what it

intends
to do about a headache it inherited from the Clinton administration,

namely, " .
new source review" of old power plants.

1f it's shrewd, EPA will ask Congress to change the Clean Air Act. A
decision of congress more than 30 years ago brought about the present
mess.

when the act was overhauled in 1970, new power plants were subject to

strict
pollution controls. 0ld ones weren't. Congress figured that the old

plants would
be retired . someday.

The exemption, though! was a large incentive to keeg_o]d plants running,
erhaps completely rebuild them with new boilers, turbines and generators

that
didn't have to meet new-plant standards. EPA soon adopted rules by which a

change that increased output qualified an old plant as "new" and
everybody was '
mostly satisfied.

Bill Clinton's EPA, however, claimed in essence that utilities were

cheating ] . L
and sued many of them, notably in the Midwest. The utilities say the

rules were
changed in the middle of the game.

Vvice President Dick Chene¥:s energy task force weighed in with the
observation that the new policy would keep utilities from increasing

efficiency »7
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in old plants.

This is true, and throws the spotlight on just the kind of conflict

between

ﬁwo good things - increased efficiency and lower electricity prices on
the one

_hand and more reductions in smokestack pollution (already a lot less than
1t

used to be) on the other - that bureaucracies are not good at resolving.

These conflicts are exactly what Congress is paid to resolve. Instead of
trying to decide which turbine blades are replaceable, the Bush
administration
should make members earn their salaries and be real Tawmakers.
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. -Engrgy experts, economists, environmental groups and attorneys have
joine ) . .
fgrces to develop a blueprint for sustainable energy development in the
Midwest.

The report, called Repowering the Midwest -- The Clean Energy

Development . o
Plan for the Heartland, calls for various initiatives to conserve energy,

adopt
clean technologies and use renewable resources to ensure better quality

and
stability of the energy supply.

state regulators received the report this week.

"The aim of this report is to modernize the electric industry instead of
continuing to depend on 1950s technology," said Howard E. Learner,

executive
director of the Environmental Law & Policy Center, one of the partners
that developed the report. "we are in the 21st century. We need to take

advantage of . .
efficient_energy and clean technology that is available. Development of
sustainable energy makes good economic sense."
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The report compares two models, "Business As Usual" and "Clean Energy
Development"” for the period between now and 2020.

Wwhile the first model considers the regional electric system as it
exists,
the second takes into account renewable resources of energy and clean
technologies.

For example, Indiana depends almost completely on coal for power, with
percent generated by coal-fired electric plants.

The second model allocates 20 percent of state power generation to
alternative sources of energy such as biomass, fuel cells or photovoltaic
systems. Biomass includes various types of crops that can be combined

with coal
and used as fuel in existing coal-fired plants.

The model also promotes the use of cleaner technologies, such as
combined
heat and power systems that capture waste heat and use it to heat or cool
buildings.

The report says electricity generation would be more than twice as
efficient .
under the second model, and be more environmentally friendly.

Implementing these clean technologies and using renewable sources of
eﬂgﬂ?ﬁ cost only 3 percent more than the current cost of electricity, said
B&g$$a1d of Synapse, the Cambridge, Mass.-based consultants that prepared
tpgport.

For1a11 its appeal, the study has drawbacks. Mike Mullet, a utility
counse :

for Citizens Action Coalition who was involved with the study, said it is
impossible to construct a perfect model.

“when one is modeling a system as ]ar?g and complicated as the regional
e;e%tf1c system, it is not easy to simplify everything,” he said. "No
model 1is
perfect, but we have done as well as could be expected."

one of the main drawbacks, environmental experts say, is that the
report does
not adequately address environmental barriers to switching to different
fuels or
to clean technologies.

"If utilities switch to a different fuel or highly efficient
technologies, . o . . )
(the permit process) is very difficult,” said Arthur E. smith Jr., senior
vice
president and environmental counsel for NiSource Inc.

NiSource is concerned with the existing permit program for such new and
modified energy sources, called the New Source Review program. The
Environmental . .
Protection Agency is reviewing this program and how it affects new power
generation, including use of clean technologies and renewable sources.
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The utility believes the NSR currently discourages companies from takin
actions that would reduce airborne emissions and improve the efficiency o
ener?y generation, Smith said. He said a lack_of incentives and regulatory
hassles are barriers to adopting clean technologies in the future.

"sadly, the_environmental regulators give little_credit to utilities for
using renewable sources of power, although renewables have promising
attributes,” smith said. "Similarly, there is little credit for using
energy-efficient systems either."

]For instance, a highly efficient plant capturing 75 percent of the fuel
value

ﬁnd a less efficient one capturing only 30 percent of the fuel value get
the

same treatment.

"This has major ramifications on utilities adopting efficient

technologies or . . - _

renewables,”" he said. "The report fails to consider these issues.”

Contact Gargi Chakrabarty at 1-317-444-6019 or via e-mail at
gargi.chakrabarty@indystar.com

INFO BOX:
Here's what the energy study recommends

The policy recommendations to encourage energy efficiency in Indiana
are:

* Create a fund to supﬁgrt enerﬁy efficiency initiatives by charging
ratepayers 0.3 cent per kilowatt hour.

* Have third-party administrators manage the fund.
* Update Indiana's efficiency standards and building codes.
* Create a fund to support technology that harnesses renewable energy
Sgsrgﬁgrging ratepayers 0.1 cent per kilowatt hour.
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A_possible overhaul this fall of the nation's air pollution laws has
utilities, environmentalists, Congress and the White House staking

positions for ] ] .
what could be an important, but bitter, debate over clean air and energy.

_Coal-burning utilities in Ohio Tike FirstEnergg of Akron, Cinergy of
fQgcmnah, and American Electric Power of Columbus are hoping they will

in

simpler alternatives to numerous, complex clean-air regulations that
affect how o

they produce electricity.

But 1in exchan?e for revamping the Clean Air Act - a law credited with
cleaning up billions of tons of pollution in the last three decades - some
utilities worry they could wind up facing rules that have even stiffer
requirements for the fumes emitted from their smokestacks.

Environmentalists meantime are gearing up to fight what they say could

be an
opposite result: weaker clean-air rules that Tead to more smog, haze and
respiratory problems.

b The coming debate, expected to begin in earnest in September, will be
about
more than clean air. It will involve President Bush's priorities and

promises,

the role of energy companies in lobbying and making campaign
contributions, and

criticism of former President Clinton's zeal in enforcing what some say

were
overly broad environmental policies.

"The utilities have a lot to gain_by this, and I think the Bush
administration knows they've got a limited window to get this job done

because . ;
they're banking on the fact that everyone's going to forget about this by

the
2004 elections,"” said John Stanton, a lawyer for the National

Environmental
Trust.

Stanton was an air quality specialist in the Clinton administration.

Sen. George Voinovich, a member of the Senate Environment and Public

works
Committee, has a different viewpoint. "some clarification has to be made

or we
are not going to see the environment improved and emissions reduced," he

said.

"At the same time, I have to be candid: In the process of doing that,

we have
to use clean coal technology and coal."”

Two regulatory approaches are at the heart of the issue. One involves an
Environmental Protection Agency regulation called New Source Review.

It allows power plants built before 1977 to continue operating under

old,
more lenient rules, as long as the facilities are not modified to increase

generating capacity or emissions.

For instance, routine maintenance is permitted at FirstEnergy's W.H.
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Sammis

station, which was built along the Ohio River in 1959 before much
anti-pollution_
technology existed.

But when "new sources" of power generation are added to a plant -

alterations .
_go1n? beyond maintenance - modern pollution controls must also be
installed.

The ﬁew Source Review argument, which intensified during the closing
years o

the Clinton administration, is over what constitutes maintenance versus

what
amounts to plant expansion or modernization.

_;Maintenance has to be done on a regular basis at a coal-fired plant,"
sail
Ralph DiNicola, spokesman for FirstEnergy.

"You have high temperatures with hot steam running through metal, and

that . .
metal is going to corrode.”

Yet the EPA, he says, went so far as to challenge repairs on tubes used

to
take hot steam from power plant boilers.

The EPA "has Towered the bar so much that a power plant can do almost

nothing
without being possibly 1iable for violating the New Source Review,'

Dan
Riedinger, spokesman for the Edison Electric Institute, a utility trade

group.

said

_ "And the thing that has been mqre'a1arming over the 1onﬂ term from our
industry's perspective is that, if you look at a map of where these

lawsuits are .
focused, they're all focused on the Midwest and the Southeast, where

there is .
some older, coal-based production.”

. Clinton's aggressiveness in enforcing this New Source Review culminated
in a
1999 Justice Department Tawsuit accusing FirsteEnergy and other utilities

of
extending the 1ife of aging, coal-burning plants by modifying them without
adding required control equipment.

The battle has had Tlittle direct impact_on consumers thus far. The older
plants keep producing electricity and pollution, while FirstEnergy's

customers . ) )
continue to enjoy a rate freeze on their monthly bills as a result of

statewide ) .
deregulation of the power industry. In the long haul, however, changes in

the
clean-air law could have a direct bearing on air quality, energy supply

and the .
price of electric power.

President Bush sought to approach the New Source Review program from a

broad
perspective, asking: Does New Source Review, with its costs and delays,
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stand 1in
the way of the nation’'s need to produce more energy?

Christie whitman, EPA administrator, said Tuesday that she would
provide an
answer in September, and that's where the second regulatory approach

comes in. .
Sources in the utility industry and environmental community say whitman

and Bush

might propose 1e?1s1ation scrapﬁing or scaling back the_New Source Review
program - as well as several other programs under the Clean Air Act, some
arguably duplicative.

They include a program to cut haze at national parks, a_still-developing
program to curtail the movement of ozone from Midwest utilities to the
Northeast, and a program to reduce acid rain.

d"We've got about 15 different regulatory regimes affecting coal plants,
an
trying to deal with these things piecemeal just gets in the way of each

other,"
said Dave woodburn, spokesman for Cincinnati-based Cinergy Corp., a

utility
holding company.

But whitman is expected to seek a tradeoff for that simplification: a

broad .
requirement for significant cuts in three pollutants by the utilities.

_The pollutants are nitrogen oxide, sulfur dioxide - components of acid
rain
fand smog - and mercury, which blends with ash to form a sooty emission
rom
smokestacks.

A bill introduced by Sen. James Jeffords, the vermont independent whose
Republican defection threw the Senate into Democratic control, would add a
fourth substance for heavy regulation: carbon dioxide, cited by

scientists as
one of the greenhouse gases that cause global warming.

In his campaign, Bush said he would regulate carbon dioxide but backed

off
that commitment after the election.

Scope unknown

The key issue for this_fall is how far the restrictions on all four
substances go. Dale Heydlauff, senior vice president for environmental

affairs
at American Electric Power, predicts Jeffords' legislation won't get

enough .
support in cCongress unless the senator drops the carbon dioxide

requirements.

Separately, the Bush administration will need a_sponsor for its
three-pollutant bill, but observers say the Republican-led House Energy

and
Commerce Committee might pick up the cause if the emission cuts are not

too
deep.

Environmentalists are waiting to see what emerges.
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_ "There is a lot of ambiguity here,"” said Ed Hopkins, director of the
Sierra

Club's clean-air program. "It depends on the scope of the changes they
want."

. stanton, of the National Environmental Trust, already is calling the
probable
Bush pian a "dodge.™

If gn1y the government would strictly enforce the existing Clean Air
Act an .
all its amendments, it could dramatically cut nitrogen oxide, sulfur
dioxide and . .
mercury emissions without changing the law, he says.

Ihe environmentalists, still a strong voice on Capitol Hill, have their
wor
cut out for them, as lobbying on the other side is intense.

Lobbyists for utilities and refineries have enlisted former Republican
Na§1ona1 Committee Chairman Haley Barbour and former white House Counsel
Boyden

Gray as spearheads of a group called the Electric Reliability Coordinating

Council.
Barbour was senior adviser to Bush during the presidential campaign.

"The president is president today because he won in the eastern

coal-producing states," said American Electric Power's Heydlauff, laying
oHE1§2§nt politics" he says will be at play.
"They were the difference, and he knows it."
Rep. Dennis Kucinich, a Cleveland Democrat, said it would be a mistake
tE_c’amper with the clean-air law, which he calls "one of the most important
p;$C$Zgis1ation to protect public health in the 20th century."”

"At a time when_we_are starting to see sharp increases in respiratory
problems, particularly asthma in urban areas, it is going in the wrong
direction o .
to give these older power plants more leeway,” Kucinich said.
"I am going to be very active in this debate.”
Contact Stephen Koff at:
skoff@plaind.com, 216-999-4212
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Environmentalists consider enforcement of the measure a 'life or death’
matter.

utility officials think it would have 'a chilling effect' on their
ability to . .

provide new generating capacity.

what has attracted such apocalyptic language? It's an obscure federal

regulation called 'new source review,' and the Bush administration has
not yet

decided how it will be enforced. The outcome may determine whether common
sense

or zealotry governs environmental ﬁO]icy.

Part of the_1970 Clean Air Act, the regulation requires companies that
'significantly' increase the air pollution they produce to use the newest,
most-expensive form of pollution-reduction technologies.

Early on, the rule was triggered only when a company buiit a new

factory or o . )
expanded an existing one. But by the 1980s, the Environmental Protection
Agency
expanded its scope -- particularly as it applies to power_plants.
hEPA_\ r$gu1ators interpreted the rule so that any time a plant made 'any
physical ) ) )
gr operational change,' 'new source review' was triggered, meaning that
the
fentire facility may have to be retooled or shut down. In the early 1990s,
or
example, the agency attempted to fine a Wisconsin utility when it
replaced a_ )
faulty boiler. The EPA lost that battle in federal court, and for nearly a
decade, the rule was again applied only to new or expanded facilities. In its
final years, the Clinton administration attempted to resurrect the
earlier, more stringent guidelines for enforcement. But the Bush
administration i L
is reviewing the matter, and is expected to come to a decision in
September. L ) . .

_EPA Administrator Christie whitman has warned that earlier, 'literal’

interpretations of the law could be 'hindering environmental progress.'
She's

bright. As currently enforced, it pays to pollute. Utility companies are
etter :

off operating outdated, smoke-belching factories, because any attempt to
modernize them could lead to reviews, fines and lawsuits from
environmentalists. . .

By any measure, pollution from factories and power plants has_dropped

dramatically. But that's not good enough for environmental zealots, who

claim

that any attempt to submit regulations to common-sense Timits will Tlead

to a

bpubgic—heah:h catastrophe, causing children and the elderly to drop dead
y the

thousands. . .

That's nonsense, of course. And with at least 1,300 new power generating

facilities scheduled to open over the next decade, and power suppiies
tenuous

thrgughout the west, Ms. whitman hints that the white House may try to
modify or

replace the 'new source review' requirement. The best move would be to

scrap it
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entirely.
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. qu Environmental Protection Agency will postpone until September its
ina
report to the white House on new source review regulations, which mandate

strict
pollution controls on generating facilities and refineries, and their

impact on .

generation capacity, energy efficiency and environmental protection, the
agency

said this week.

The national energy policy report, issued in May, recruited the EPA to

review

NSR regulations, which fall under the Clean Air Act. The report gave the
EPA 90

days to analyze the effect NSR requirements have on investment in
expansions of . . i . )

existing generation capacity; investment in new utility and refinery
generation; . o .
and energy production and efficiency. The report also tasked the EPA with
determining whether NSR requirements have affected the ability of existing
generating sources to undertake pollution prevention or energy efficiency
grogects; to switch to less polluting fuels; to maintain the reliability
0

production facilities; and to effectively utilize and improve existing
caﬁac1ty, o .

the EPA said in a June white paper.

"we are in the final stages of developing a comprehensive strategy that

will

allow us to take the next step forward into a new generation of air
pollution o L. . .
congro]s for the 21st century," EPA Administrator Christie whitman said
Tuesday.

"This fall, we will put forward an ambitious proposal that will reduce air
pollution from power plants significantly more than the existing system."

The EPA's review of NSR will evaluate how NSR regulations are operating

and
will recommend any necessary changes to the NSR requirements in light of

the
evolving energy market. The recommendations will be folded into a
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Tegislative

proposal that will set strict Timits on utility emissions - such as
nitrogen

oxides, sulfur dioxide and mercury - through the use of a market-based
approach.

The EPA's final report will supﬁort stringent health-based standards for
pollution control. In addition, the agency will establish mandatory price
caps
fqnd'leve1s of pollution, while providing industry with the flexibility to
in
the most cost-effective means of meeting those standards, the EPA said.
MCM

LOAD-DATE: August 16, 2001
16 of 47 DOCUMENTS
Copyright 2001 chemical week Associates
Chemical week
August 15, 2001
SECTION: NEWS; United States/Americas; Pg. 10
LENGTH: 344 words

HEADLINE: Green Groups Step Up NSR Support;
Regulation

BYLINE: NEIL FRANZ in washington
BODY:

ENVIRONMENTAL GROUPS LAUNCHED a national advertising campaign last week
urging the Bush Administration not to scale back enforcement of EPA's
ﬁontroversia1 New Source Review (NSR) permitting program. NSR, set up by

the
Clean Air Act, requires older facilities that were exempt from emissions
restrictions to install state-of-the-art pollution controls when they make
significant structural changes. 1Industries often ignore NSR mandates,
which are
needed to prevent emissions of sulfur dioxide, nitrogen oxides, and fine
particles, say the groups.

Chemical and other industries have criticized the former Clinton
Administration's interpretation of how facilities must comply with the
program,
and are pressuring EPA to revamp its NSR policies (Cw, July 25, p. 34).
President Bush's energy strategy proposal released earlier this year
directs EPA
to review NSR and its impact on energy costs.

. S?A says it plans to release a report as early as this week on its
indings,

inc]udin? a set of recommendations on how to improve the NSR process. The
agency plans to "pardon” companies that have been charged with NSR
violations, . ) .

says Frank Donnell, executive director at the Clean Air Trust
(washington). EPA .

officials, however, say they have not decided whether enforcement changes
are
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neeged. Facilities that have been issued violation notices include sites
owne
by Ashland, Dow Chemical, Eastman Kodak, ExxonMobil, and Shell, says EPA.
1Sevefa1 companies, including BP and Koch Industries, have settled NSR
awsuits.

Electric utilities have been the main focus of NSR, and manufacturing

groups

are Tobbying EPA to recommend program changes that affect all industry
sectors.

"The NSR regulations block energy efficiency improvements and have a
negative . L
impact on price and supply of natural gas, electricity, coal, and oil in
regional and national markets," says an August 3 letter to EPA from ACC

and
other business groups, iqc1udin% the National Association of Manufacturers
(washington) and the Alliance of Automobile Manufacturers (washington).
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Environmental Protection Agency Administrator Christine whitman

announced . L . .
Tuesday that instead of +issuing recommendations on a controversial Clean

Air Act
program by Friday, as promised, she will include them in a power plant

emissions .
reductions package set to be unveiled next month.

EPA had been working on a 90-day review of the new source review (NSR)
program, which has drawn industry ire due to an aggressive enforcement
campaign .. . . . . .
by the Clinton administration. Clinton officials slapped lawsuits on

owners of . o _
certain coal-fired power plants for making modifications to their plants

that
boosted output while not making concomitant improvements in emissions

reductions.

_ "This fall we will put forward an ambitious proposal that will reduce
air

pollution from power plants significantly more than the existing system.
Subsequently, we will release the NSR report called for by the National

Energy . L
Policy," Whitman said in a statement.

whitman further explained that the NSR review "is part of our larger

effort
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to craft a new, comprehensive strategy to combat air pollution, and I am
not
fprgpﬁred to come to any conclusions about one isolated issue before we
inis
work on our entire proposal.”

she also pointed to recent action by the National Governors Association,
which called for NSR reform aimed at improving the environment and
increasing
energy production capacity.

"we are developing a comprehensive approach to improving our effort to
ﬁqqtro1 air pollution, to achieve significant reductions in air pollution
while
simultaneously streamlining the regulatory process so it works better,
achieving . . .
gea1 reductions and full industry compliance at far less cost,
whitman.

said

. Plant owners argue that stringent enforcement of NSR would prevent them
rom
performing routine maintenance, therefore jeopardizing their ability to

produce L .
power from existing facilities.

h Environmentalists, however, were skeptical of the announcement, worried
that
changes weakening NSR would be buried in the larger legislative proposal.

H "The administration should not expect that it can hide the roll-back of
these

im grgant clean air protections in an emissions reduction package. That
wou e . . .

as obvious as putting a cheap frame on an ugly picture,
Ledford, .

director of Clear the Air.

said Angela

The multi-pollutant legislation will cover power plant emissions of
nitrogen
oxides, sulfur dioxide and mercury. President Bush earlier this year
backed away

from a campaign pledge to include carbon dioxide in emissions reduction
legislation.
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sens. John McCain (R-Ariz.) and Joe Lieberman (D-Conn.) joined forces on

the

Senate floor to call for limiting U.S. greenhouse gas emissions and
setting up a . .
trading system to cut costs for industry. The senators also questioned

President o
George W. Bush's decision to pull the U.S. out of the Kyoto Protocol

climate
change accord.

The Kyoto Protocol is an agreement intended to negotiate binding limits

on
greenhouse gas emissions by developed nations. An agreement was recently

struck
by 178 nations in Bonn, Germany to approve rules for the climate change

treaty,
but without U.S. backing (see REPORT No0.223, pg.23). President Bush's

refusal to
back the "fatally flawed" deal has positioned him against international

and
domestic supporters of the deal, including McCain and Lieberman.

Busﬁgsremarks made on the senate floor on 8/3/01, the senators questioned
decision and expressed concern that the move would put U.S. industry at
rliﬁé current situation demands leadership from the Unitéd States," said
Mﬁgg1g&cordance with the agreement reached last week, there is going to be

a
world marketplace for carbon reductions, a marketplace that rewards

improvements . . . .
in energy efficiency, advances in energy technologies, and improvements in
land-use practices -- and we are running the risk that America is not

going to

be part of it."

h In brief, the latest protocol calls for industrial nations to reduce
their

emissions to an average of 5.2 percent less than 1990 levels during an
accounting period that runs from 2008 to 2012_(see REPORT No.223, pg.24).
1Comgames and countries that cut emissions below their assigned target
eve )

will h?¥e extra credits to sell. Countries that miss their targets for
2012 wi

have to make deeper cuts in the next accounting period as a penalty. Even
if the

U.S. makes no attempt to join the international efforts to 1imit global
warming

U.S. multinational corporations would still be affected because their
operations . L . . .

could be held to more stringent emissions requirements in nations that
apﬁroved

the Kyoto accord.

The senators alluded to a wall Street Journal editorial which discussed

a
cap-and-trade pregram as one of the incentive-based market strategies

that have

been developed as an alternative to traditional fiat-based regulation. The
editorial stated, "A cap and trade program will result in more abatement
from

those firms who can do it at relatively Tower costs and less abatement
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from .
bthoae firms who can only do it at relatively higher costs. The net will
e the
ﬁame amount of overall pollution reduction, but achieved at lower cost
than
would obtain under traditional regulation."

Lieberman and McCain said that establishing a standardized domestic

cap-and-trade system for greenhouse gases that paralleled the Kyoto
Protocol o

would enable the U.S. to remain in tune with the rest of the world and
also give L .

at a_stronger negotiating position to reach a more acceptable agreement
when it

comes back to the table. "If we adopt and cap and trade system, we will
create a

market by which corporations will receive valuable credits for efficient
investments," said Lieberman. "we also will create a market by which
cgrporat1ons can receive credit for the Taudable investments they have
made to

date. And we will unleash the power of the market to drive the uUnited
States

back into its top leadership position in the international effort to
avoid the )

worst effects of one of the most serious environmental problems the world
community has ever faced."

McCain added, "Given this developing international market, it also makes

sense to ensure that what we do domestically can be integrated and
recognized on

the international level. Ultimately, we need to make sure that the
emissions

reductions our companies, our farmers and our foresters produce are fully
recognized and fully tradable in the emerging global greenhouse gas
marketplace."

The senators said that when Congress returns from summer recess in

Seﬁtember, .

they plan to meet with various environmentalists and representatives of
industries that generate greenhouse emissions to work toward establishing
a cap

and trade Sﬁstem. However, they also acknowledged it will be difficult to
convince other nations of the world to reopen the negotiations to U.S.
participation.

. The debate over the Kyoto Protocol has moved into national legislatures
in
the countries which voted to approve the agreement.

while the bipartisan efforts of Lieberman and McCain urge regulatory

actions
to lower greenhouse gas emissions, elsewhere in the Senate, three

Republicans -- .
senators Chuck Hagel (R-Neb.), Frank Murkowski (R-Alaska) and_Larry Craig
(R-Idaho) -- introduced legislation to require a long-term, global,

technology-based approach to reducing emissions and meeting the nation's

future
energy needs. The bi1l would accelerate development and deployment of

enerﬁy . . -
technologies that reduce, avoid, or sequester greenhouse gas emissions.

"Because the Kyoto Protocol has been driven so far off the track -- and

even
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further at the recent Bonn meetings -- we need to take matters into our
own
hands," said Murkowski.

n The legislation provides "an incentive-based, market oriented framework
tw?%1 produce results. It focusés on developing advanced technologies to
:gg:ﬁgéter or avoid greenhouse gas emissions. These technologies are the
tEgEm answer to this challenge. And it focuses our scientific research in

area,” said Hagel.
. specifically, the Climate Change Risk Management Act of 2001 provides
or:

(1) a national climate change strategy; (2) $ 2 billion in funding over
10 years

to advance the research, development and deployment of new technologies to
reduce, avoid or seguester greenhouse gas emissions; (3) the creation of a
national registry of voluntary actions that have been taken to reduce,

avoid or

sequester greenhouse gas emissions; (4) $ 1 billion over 10 years to
support a

pilot loan program to assist in the exports of advanced technology to
developing ) .

(gguntr1es; (5) better coordination of federal scientific research; and

an

office_in the Dept. of Energy to coordinate the R& efforts for new
technologies.

In ?ther emissions news, the Environmental Protection Agency (EPA)

recently :

closed the period to comment on its program for controlling new
industrial and . i .
(ut1}1ty sources of air pollution. The program, called New Source Review
NSR) ,

requires that an air pollution source install_the best pollution control
equipment available when it builds a new facility or when it makes a major
modification that increases emissions from an existing facility. The NSR
was

designed to ensure that new and modified sources do not impede progress
towar

cleaner air. The final report, due for submission to President Bush on
Aug. 17,

is expected to include recommendations on how to improve the NSR process.

Since the white House announced the review, trade associations have been
gq?bying the agency to expand the review to the manufacturing sector.
while a
7/25/01 letter from EPA Administrator Christine Todd whitman to Sen.
Harry Reid
f(D-Nev.) seemed to indicate the agency would be restricting its limited
ocus to
the energy sector, agency officials recently announced that they may
consider a
move to include industrial boilers at manufacturing facilities in upcoming
legislation to reduce emissions from electric utilities, in exchange for
significant regulatory relief from NSR and other Clean Air Act programs.

At an Aug. 3 meeting of the CAAAC , EPA Office of Air Quality Planning

and
standards Director John Seitz said, "There may be a narrow focus this

time but
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that doesn't mean we won't go and formalize something else later." EPA
officials
ﬁ1so remarked that they might be willing to adopt a broad definition of
the term
"energy sector" when considering changes to Clean Air Act rules.

The American Chemistry Council (ACC) and other trade groups, such as the
National Association of Manufacturers (NAM) and the American Forest &
Paper
